INVESTMENT PARTNERS ANNUAL REPORT 


SUMMARY OF OPERATIONS 


2016 2015 Change 
(Dollars in millions, Revenue $322.6 $382.0 (16)% 
except per share data) Revenue, as Adjusted! $254.2 $295.0 (14)% 
Operating Expenses $271.7 $301.6 (10)% 
Operating Expenses, as Adjusted! $183.8 $186.7 (2)% 
Operating Income $50.8 $80.4 (37)% 
Operating Income, as Adjusted?! $70.4 $108.3 (35)% 
Net Income attributable to common stockholders $48.5 $35.1 38% 
Net Income attributable to common stockholders, 
as Adjusted! $44.3 $67.8 (35)% 
Operating Margin 16% 21% 
Operating Margin, as Adjusted?! 28% 37% 
Per Share Data 
Earnings per Share — Diluted $6.20 $3.92 58% 
Earnings per Share — Diluted, as Adjusted! $5.66 $7.57 (25)% 
Weighted Average Shares Outstanding - 7,822 8,960 (13)% 
Diluted (in thousands) 
Assets Under Management 
(in millions) Ending Assets Under Management $45,366.3 $47,385.3 (4)% 
@ Open-End Mutual Funds $23 ,432.8 
@ = Closed-End Mutual Funds 6,757.4 
By Product @ = Exchange Traded Funds 596.8 
(12/31/2016) @ Separately Managed Accounts? 8,473.5 
@ = Institutional Products? 6,105.8 
TOTAL $45,366.3 
@ = Equity $25,822.3 
@ Fixed Income 15,523.6 
By Asset Class @ = Alternatives? 3,548.3 
(12/31/2016) ee gor 
TOTAL $45,366.3 


) Certain supplemental performance measures are provided in addition to, but not as a substitute for, performance measures determined in accordance with GAAP. These supplemental measures may 
not be comparable to non-GAAP performance measures of other companies. “Operating Income, as Adjusted,” “Operating Margin, as Adjusted,” and “Net Income attributable to common stockholders, 
as Adjusted,” are supplemental non-GAAP measures that net the distribution and administration expenses against the related revenue and remove certain non-cash and other identified amounts. For 
our definition of these terms, as well as a reconciliation to GAAP measures, see “Non-GAAP Information and Reconciliations” in the Supplemental Financial Information, included as an attachment 


to this annual report after the Form 10-K. 


? Includes assets under management related to options strategies 


3 Consists of long/short equity, real estate, master-limited partnerships, and other 


* Consists of option strategies 


This report may contain forward-looking statements within the meaning of the Private Securities Litigation Reform Act of 1995 which, by their nature, are subject to significant risks and uncertainties. 
Virtus Investment Partners, Inc. intends for these forward-looking statements to be covered by the safe harbor provisions of the federal securities laws relating to forward-looking statements. For a further 
discussion, see “Forward-Looking Statements” on page 22 of the attached Form 10-K. 


MESSAGE TO SHAREHOLDERS 


To Our Fellow Shareholders, 


The results we achieved in 2016 reflected our ability to 
respond to the unpredictable nature of events that shaped 
global financial markets and the particular challenges faced 


by active asset managers in an evolving business environment. 


We leveraged the combined capabilities and collective 
strength of our organization and remained focused on our 
strategic priorities in order to meet the needs of investors 

and deliver on our long-term commitment to our shareholders. 


e We diversified our sales beyond mutual funds, particularly 
with greater separately managed account and institutional 
account sales; 


We introduced distinctive products, including new 
exchange-traded funds (ETFs), a collateralized loan 
obligation (CLO), and a series of retirement income 
mutual funds; 


We significantly increased capital returned to shareholders; 
and 


We reached an agreement to acquire RidgeWorth 
Investments, a multi-boutique asset manager with 
compelling strategic and financial attributes. 


! The referenced non-GAAP measures are described and reconciled to GAAP reported amounts 
in the Supplemental Financial Information that is included as an attachment to this annual 
report after the Form 10-K. 


? Additional information about fund performance is included as an attachment to this annual 
report after the Form 10-K. 


Sales and Financial Results 


Lower mutual fund sales, reflective of general industry trends, 
affected total sales, but fund net flows improved by 13 percent 
and total net flows improved by 26 percent from 2015. 


Total sales were $10.9 billion and included $7.1 billion in 
open-end mutual funds, $1.8 billion in separately managed 
accounts, and $1.7 billion in institutional accounts. The 
improvement in mutual fund net flows in the second half 
of the year was particularly noticeable for Kayne Anderson 
Rudnick’s quality oriented strategies. Total net flows were 
$(4.7) billion, with positive net flows of $668.6 million in 
separately managed accounts, $552.0 million in institutional 
accounts, and $258.0 million in ETFs, offset by mutual 
fund net outflows. 


Assets under management were $45.4 billion at December 
31, 2016 compared with $47.4 billion at December 31, 
2015. Mutual fund assets were $23.4 billion and $28.9 
billion for the respective periods. 


The decline in assets affected revenues and profitability. 
Revenues, as adjusted, were $254.2 million compared 
with $295.0 million in 2015. Operating income, as adjusted, 
was $70.4 million with a related margin of 28%; operating 
income, the comparable GAAP metric, was $50.8 million, 
with a related margin of 16%.1 


Net income attributable to common shareholders, as 
adjusted, was $44.3 million or $5.66 per diluted share. 
Net income attributable to common shareholders was 
$48.5 million or $6.20 per diluted share. 


Investment Capabilities and Performance 


We help clients respond to changing markets and their 
own financial priorities by offering investment strategies 


with strong performance, and by evaluating, modifying, 
and expanding our strategies. 


Products introduced in 2016 included: Two ETFs from 
Virtus ETF Solutions, including one that leverages Newfleet 
Asset Management's expertise in the high-yield corporate 
bond and floating bank loan sectors; a CLO managed by 
Newfleet; and a series of target date retirement income 
funds that are designed to help investors reduce the 
uncertainty around income in retirement. 


e Strong relative performance encompasses strategies across 
all asset classes and styles, and as of December 31, 2016, 
90 percent of rated open-end mutual fund assets — in 29 
of our 40 rated mutual funds, including all 9 rated fixed 
income funds — were in 5-, 4- and 3-star Morningstar-rated 
funds. Nineteen of the funds — representing 84 percent of 
rated fund AUM — had 5 or 4 stars. 


Two funds were honored with Lipper Fund Awards for their 
consistent, strong relative performance: International Real 
Estate Securities, managed by Duff & Phelps Investment 
Management, and Multi-Sector Short Term Bond, managed 
by Newfleet, for the three- and five-year-periods ended 
November 30, 2016, respectively.” 


Capital Management 


Maintaining sufficient operating flexibility for the company, 
and balancing investments in growth opportunities with 
a return to shareholders, are key elements of our capital 
management strategy. 


e A tender offer and the repurchase of a large block of shares 
provided substantial return of capital to shareholders in 
2016. Repurchases represented the majority of the $249.0 
million returned to shareholders — a 146 percent increase 
from 2015 — and resulted in a 30 percent reduction 
in shares outstanding from the end of the prior year. 


Positioning for the Future 


The strength of our multi-boutique business model 

has been an ability to offer a wide range of investment 
strategies from affiliated managers and unaffiliated 
subadvisers, supported by shared retail distribution and 
business support functions. The acquisition of RidgeWorth 
Investments, which is expected to close in the first half 

of 2017, will allow us to broaden the strategies we offer 
investors. This transformative acquisition, with a company 
that has a comparable business model, will add distinctive 
investment strategies that are differentiated from our current 
offerings; complement our retail client asset base with a larger 
institutional base; enhance and expand our distribution; and 
allow us to benefit from synergies between the organizations 
to increase scale and provide for greater profitability potential. 
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Change from January 2, 2009 open to December 31, 2016 close 


-60% 

Ge 
SO RN RO GS ice es eee TO ae A RY 
FFF KKH HHP KK KK KK NM WM SK 


meee Virtus mum S&P mums Peer Group Composite 


The list of peer asset management companies is included as an attachment 
to this annual report after the Form 10-K. 


We are excited about our many opportunities, including 
the potential of the RidgeWorth acquisition, and proud 

of the results we achieved in 2016 during a challenging 
environment. These accomplishments are hallmarks of a 
company that can effectively execute on a focused business 
strategy, even as our clients’ investment needs evolve. 


Every member of the Virtus team — staff, management, 
and your board of directors — value the trust and confidence 
investors have placed in Virtus and we look forward to 
continuing to serve the needs of our financial advisors, 
clients, and shareholders. 


George R. Aylward 
President and Chief Executive Officer 


Mark C. Treanor 
Chairman 
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Report’’), refer to Virtus Investment Partners, Inc., a Delaware corporation, and its subsidiaries. 


PARTI 


Item 1. Business. 
Organization 


Virtus Investment Partners, Inc. (the “Company”) commenced operations on November 1, 1995 through a 
reverse merger with Duff & Phelps Corporation. The Company was a majority-owned subsidiary of The Phoenix 
Companies, Inc. (“PNX”’) from 1995 to 2001 and a wholly-owned subsidiary of PNX from 2001 until 2008. On 
December 31, 2008, PNX distributed 100% of Virtus common stock to PNX stockholders in a spin-off 
transaction. 


Our Business 


We are a provider of investment management and related services to individuals and institutions. We use a 
multi-manager, multi-style approach, offering investment strategies from affiliated managers and select 
unaffiliated subadvisors, each having its own distinct investment style, autonomous investment process and 
individual brand. By offering a broad array of products, we believe we can appeal to a greater number of 
investors which allows us to have opportunities across market cycles and through changes in investor 
preferences. 


We provide our products in a number of forms and through multiple distribution channels. Our retail 
products include open-end mutual funds, closed-end funds, exchange traded funds (“ETFs”), variable insurance 
funds, Undertakings for Collective Investments in Transferable Securities (“UCITS”) and separately managed 
accounts. Our open-end mutual funds and exchange traded funds are marketed through financial intermediaries. 
Our closed-end funds trade on the New York Stock Exchange, and our exchange traded funds are traded on either 
the New York Stock Exchange or NASDAQ. Our variable insurance funds are available as investment options in 
variable annuities and life insurance products distributed by life insurance companies. Separately managed 
accounts are comprised of intermediary programs, sponsored and distributed by unaffiliated brokerage firms and 
private client accounts which are offered to the high net-worth clients of one of our affiliated managers. We also 
manage institutional accounts for corporations, multi-employer retirement funds, public employee retirement 
systems, foundations, endowments and as a subadviser to unaffiliated mutual funds. Our earnings are primarily 
driven by asset-based fees charged for services relating to these products including investment management, fund 
administration, distribution and shareholder services. These fees are based on a percentage of assets under 
management (“AUM”) and are calculated using daily or weekly average assets, quarter-end assets or average 
month-end assets. 


Our Investment Managers 


Our investment management services are provided by investment managers who are registered investment 
advisers under the Investment Advisers Act of 1940, as amended (the “Investment Advisers Act’). The 
investment managers are responsible for portfolio management activities for our retail and institutional products 
operating under advisory or subadvisory agreements. We provide our affiliated managers with distribution, 
operational and administrative support, thereby allowing each affiliated manager to focus primarily on 
investment management. We also engage select unaffiliated subadvisers for certain of our open-end mutual funds 
and exchange traded funds. At December 31, 2016, $8.8 billion or 19.3% of our assets under management were 
managed by unaffiliated subadvisers. We monitor the quality of our managers’ services by assessing their 
performance, style, consistency and the discipline with which they apply their investment process. 


On December 16, 2016, we entered into an agreement to acquire RidgeWorth Investments (the 
“RidgeWorth Acquisition”), a multi-boutique asset management firm with $40.2 billion (as of December 31, 
2016) in assets managed by affiliated investment managers and unaffiliated subadvisers. See Item 7. 
Management’s Discussion and Analysis of Financial Condition and Results of Operations for further discussion 
of the agreement to acquire RidgeWorth Investments. 


Our affiliated investment managers and their respective assets under management, styles and strategies are 


as follows: 
Affiliated Managers 
Kayne 
Anderson 
Duff & Phelps Newfleet Rudnick Rampart 
Investment Asset Investment Investment 
Management Management Management Management 
Assets Under 
Management at 
December 31, 2016 
($ in billions) $10.2 $11.6 $12.7 $3.2 (1) 
Location Chicago, IL Hartford, CT Los Angeles, CA Boston, MA 
Core Strategy Income oriented Multi-sector Quality focused Quantitative 
equities fixed income equities strategies 
Products 
Open-End Funds v v v v 
Closed-End Funds v v v 
Exchange Traded Funds v 
Variable Insurance Funds v v v 
UCITs v v 
Separately Managed 
Accounts v v v 
Institutional v v v v 


(1) Includes $1.2 billion (notional) of option overlay strategies and $1.3 billion of assets from the Virtus Trend 
Funds, which Rampart investment professionals implement on behalf of other Virtus affiliates in their 
capacity as officers of those affiliates. A portion of the $1.2 billion (notional) of option overlay strategies is 
also reflected in the assets under management of other affiliates. 


Our Investment Products 


Our assets under management are comprised of open-end funds, closed-end funds, exchange traded funds, 
separately managed accounts (intermediary sponsored and private client) and institutional accounts (traditional 
institutional mandates and structured products). 


Assets Under Management by Product as of December 31, 2016 
($ in billions) 


Retail Products 

Mutual fund assets 
Open-end fUNdS: 2.25 cece each es ag agdon ad HERR EREE TAGS TREE Se R eee es $23.4 
Closed-end TONGS: jie citys SeGrd cipescs eed arimne ee geve waver coe ebae erated ean coh 
Exchanige tradéd! fund$:.....2 ccaonaaiad oad ain de kee eli aacngimur doer ack eae SL anaes 


Separately managed accounts ..... 00... . eee cc eee eee 


Total retail assets 2.00... cee eee eee ene e ene eenee 
Total institutional assets ......0.0.00 0000. tenet nee eae 


Total Assets Under Management .............. 0... c cece ee eee nee $45.4 


6.8 

0.6 

Total fund assets 30.8 
8.5 

39.3 

6.1 


Open-End Funds 


As of December 31, 2016, we managed 67 open-end funds, comprised of U.S. domiciled open-end mutual 
funds (“open-end mutual funds’’) variable insurance funds and UCITS, with total assets of $23.4 billion. Our 
open-end mutual funds are offered in a variety of asset classes (equity, fixed income and alternative investments), 
in all market capitalizations (large, mid and small), in different styles (growth, blend and value) and with various 
investment approaches (fundamental, quantitative and thematic). Our variable insurance funds are available as 
investment options in variable annuities and life insurance products distributed by life insurance companies. Our 
Ireland domiciled UCITS, which we refer to as the Global Funds, are offered in select investment strategies to 
non-US investors. At December 31, 2016, assets under management in these funds were $48.9 million. 


Our open-end funds as of December 31, 2016 are as follows: 


Advisory 

Fund Type/Name Inception Assets Fee (1) 
Open-End Funds ($ in millions) (%) 

Alternatives 
Virtus Real Estate Securities Fund .......... 0.0.0.0... cee ees 1995 $1,086.8 0.75-0.65 
Virtus Global Real Estate Securities Fund .....................0.0005. 2009 179.8 — 0.85-0.75 
Virtus Multi-Strategy Target Return Fund ........................005. 2015 131.7. 1.30-1.25 
Virtus Global Infrastructure Fund ......... 00.0.0 c eee eee eee 2004 107.4  0.65-0.55 
Virtus: Herzield Fund). ...3...0 50506 vosateion seaweed tas aa ees 2012 54.8 1.0-0.95 
Virtus International Real Estate Securities Fund ...................0... 2007 30.0 1.0-0.90 
Virtus Select MLP and Energy Fund .................0. 000000000005. 2015 5.6 1.00 
Virtus Essential Resources Fund ........... 0.0... c eee eee eee 2015 4.8 1.10 
Virtus Alternatives Diversifier Fund (2) ......... 0.0.0.0 c eee eee 2005 — — 

Asset Allocation 
Virtus Strategic Allocation Fund ........... 0.0.0... c eee eee eee 1975 454.1 0.55-0.45 
Virtus Tactical Allocation Fund ......... 00.0.0... 2 eee eee eee 1940 137.6 0.70-0.60 
Virtus Multi-Asset Trend Fund ....... 0.0... 00.000 e eee eee eee 2011 115.6 — 1.00-0.90 
Virtus DFA 2035 Target Date Retirement Income Fund ................. 2016 1.4 0.30 
Virtus DFA 2020 Target Date Retirement Income Fund ................. 2016 1.3 0.30 
Virtus DFA 2025 Target Date Retirement Income Fund ................. 2016 1.3 0.30 
Virtus DFA 2030 Target Date Retirement Income Fund ................. 2016 1.3 0.30 
Virtus DFA 2060 Target Date Retirement Income Fund ................. 2016 1.2 0.30 
Virtus DFA 2040 Target Date Retirement Income Fund ................. 2016 1.2 0.30 
Virtus DFA 2045 Target Date Retirement Income Fund ................. 2016 1.2 0.30 
Virtus DFA 2015 Target Date Retirement Income Fund ................. 2016 1.2 0.30 
Virtus DFA 2055 Target Date Retirement Income Fund ................. 2016 1,2 0.30 
Virtus DFA 2050 Target Date Retirement Income Fund ................. 2016 1.2 0.30 

Equity 
Virtus Equity Trend Fund |... .2s4.¢2csyeedegese teed abe aloes eae es 2010 749.6 — 1.00-0.95 
Virtus Small-Cap Sustainable Growth Fund ......................005. 2006 527.3 0.90-0.80 
Virtus Small-Cap Core Find... ee ge eee eee epee ep Gees 2002 414.7 0.75 
Virtus Strategic Growth Fund ...... 0.00... eee ee eee 1995 396.7 —0.70-0.60 
Virtus Sector Trend Fund ........ 0.0.0... ee eee eee eee eens 2003 356.2  0.45-0.40 
Virtus Quality Small-Cap Fund .............. 0.00.00. e eee ee eee 2006 324.1 0.70 
Virtus Contrarian Value Fund .......... 0.0.0.0 0c ee eee 1997 201.5 0.75-0.70 
Virtus Enhanced Core Equity Fund ........... 0.0.00... 00. e eee eee eee 1997 167.7. = 0.75-0.65 
Virtus Mid-Cap Growth Fund .......... 0.0.00. 0c eee eee eee 1975 82.6  0.80-0.70 
Virtus Wealth Masters Fund ......... 0.0.0... eee eee ee eee 2012 77.3, 0.85-0.80 
Virtus Mid-Cap Core Fund... 2... ee ee ee bebe eee ees 2009 65.1 — 0.80-0.70 
Virtus Quality Large-Cap Value Fund ................ 0.000.000 ee eee 2005 63.8 — 0.75-0.65 
Virtus Low Volatility Equity Fund .................... 00.00.0002 008. 2013 2.6  0.95-0.85 


Advisory 


Fund Type/Name Inception __ Assets _ Fee) _ 
($ in millions) (%) 
Fixed Income 
Virtus Multi-Sector Short Term Bond Fund .................0..00055 1992 6,941.4 0.55-0.425 
Virtus Senior Floating Rate Fund ........... 0.0.0.0... 0 eee eee eee 2008 568.9 0.60-0.50 
Virtus Low Duration Income Fund ................. 0.00. e eee eee 1999 367.2 0.55-0.45 
Virtus Multi-Sector Intermediate Bond Fund .....................0.. 1989 296.1 0.55-0.45 
Virtus Tax-Exempt Bond Fund ............ 0.00.0... e eee eee eee 2001 172.3 0.45 
Virtus Credit Opportunities Fund (3) .... 0.0.00... eee eee eee 2015 98.2 0.75 
Vartus High Yield) Pond 2.15. 050-adjec sepa dina ete okies Meee genie 1980 72.4 0.65-0.55 
Virtus Bond Fund ..04 44.006 ss.d dies dee deeb saw ea edian wees 1998 71.1 0.45-0.40 
Virtus Emerging Markets Debt Fund .....................0 000000005 2012 31.5 0.75-0.70 
Virtus Strategic Income Fund ........... 0.0.00. eee eee 2014 29.9 0.80-0.75 
Virtus CA Tax-Exempt Bond Fund .................. 000000002 eee 1983 28.8 0.45-0.35 
International/Global 
Virtus Emerging Markets Opportunities Fund .....................0.0. 1997 6,469.4 1.00-0.95 
Virtus Foreign Opportunities Fund .............. 0.0.00... eee eee 1990 1,250.5 0.85-0.75 
Virtus Global Opportunities Fund .......... 00.0.0... cece eee eee 1960 175.0 0.85-0.75 
Virtus International Small-Cap Fund ................. 0.000.000.0005 2012 52.1 1.00-0.95 
Virtus Emerging Markets Equity Income Fund ....................... 2012 26.1 1.05-1.00 
Virtus Greater European Opportunities Fund ....................00.0. 2009 18.3 0.85-0.80 
Virtus Global Equity Trend Fund ........... 0.00.0... 0002s eee eee 2011 18.2 1.00-0.90 
Virtus Emerging Markets Small-Cap Fund .......................00, 2013 5.4 1.20-1.15 
Virtus International Wealth Masters Fund .....................000005 2014 5.2 0.90-0.85 
Virtus International Equity Fund ........... 0.0.00... 00. eee eee eee 2010 4.2 0.85-0.75 
Variable Insurance Funds 
Virtus Capital Growth Series ... 0... 0.0... eee eee 1982 $ 185.6 0.70-0.60 
Virtus International Series. 03054 sac veed peed ee eae Spey oa des 1990 178.0 0.75-0.65 
Virtus Multi-Sector Fixed Income Series. ............... 0.0.0 0000005 1982 126.1 0.50-0.40 
Virtus Enhanced Core Equity Series ........ 0.00.0... 00.000 1998 104.6 0.70-0.60 
Virtus Small-Cap Value Series ....... 0.00.0. 0c eee 2000 95.0 0.90-0.80 
Virtus Strategic Allocation Series ........ 0.0.0.0. eee eee eee 1984 93.1 0.55-0.45 
Virtus Real Estate Securities Series ....... 0.0.0.0... eee eee eee eee 1995 81.4 0.75-0.65 
Virtus Small-Cap Growth Series ........... 0.0... c eee eee eee 2002 63.4 0.85-0.80 
Virtus Equity Trend Series ..... 0.00.0... eee eee eee 2011 4.6 1.00 
Global Funds 
Virtus GF Multi-Sector Short Duration Bond Fund.................... 2013 44.8 1.75-0.55 
Virtus GF US Small Cap Focus Fund .............. 0.00.0... 0000008 2014 4.1 2.15-0.80 
$23,432.8 


(1) Percentage of average daily net assets of each fund. The percentages listed represent the range of 
management advisory fees paid by the funds, from the highest to the lowest. A range indicates that the fund 
has breakpoints at which management advisory fees decrease as assets in the funds increase. Subadvisory 
fees on funds managed by unaffiliated subadvisers are not reflected in the percentages listed. 

(2) This fund contains investments in other Virtus open-end mutual funds. The related assets invested in other 
Virtus open-end mutual funds are reflected only in the balances of the respective funds. 

(3) Other Virtus open-end mutual funds invest in this fund, the assets invested by other Virtus open-end mutual 
funds are reflected in this fund and are excluded from the assets of those funds. 


Closed-End Funds 


We managed nine closed-end funds as of December 31, 2016, each of which is traded on the New York 
Stock Exchange, with aggregate assets of $6.8 billion. Closed-end funds do not continually offer to sell and 
redeem their shares; rather, daily liquidity is provided by the ability to trade the shares of these funds at prices 
that may be above or below the shares’ net asset value. 


Our closed-end funds as of December 31, 2016 are as follows: 


Advisory 
Fund Type/Name Assets Fee 
($ in billions) % 
Balanced 
DNP Select Income Fund Inc. ................ $3.7 0.60-0.50(1) 
Virtus Global & Dividend Income Fund Inc...... 0.5 0.70(2) 
Virtus Total Return Fund .................... 0.2 0.85(2) 
Equity 
Duff & Phelps Global Utility Income Fund Inc. .. 0.9 1.00(1)(3) 
Zweig Fund Inc. ......... 0... cee eee eee 0.3 0.85(2) 
Alternatives 
Duff & Phelps Select Energy MLP Fund........ 0.3 1.00(2) 
Fixed Income 
Duff & Phelps Utility and Corporate Bond Trust 
MONG. scssie. faite abe odie avn 8 NA Sheed cei taee aad ee Shwe ts 0.4 0.50(1) 
Virtus Global Multi-Sector Income Fund ....... 0.3 0.95(2) 
DTF Tax-Free Income Inc. .................. 02 0.50(1) 


Total Closed-End Funds ................... $6.8 


(1) Percentage of average weekly net assets. The percentage listed represents the range of management advisory 
fees paid by the funds, from the highest to the lowest. A range indicates that the fund has breakpoints at 
which management advisory fees decrease as assets in the fund increase. 

(2) Percentage of average daily net assets of each fund. 

(3) The adviser has contractually agreed to waive a portion of its fee for a period of time, which is not reflected 
in the percentage listed. 


Exchange Traded Funds 


In April 2015, we acquired a majority ownership interest in Virtus ETF Solutions (“VES”), formerly known 
as ETF Issuer Solutions, that operates a platform for listing, operating and distributing exchange traded funds. 
We offer nine U.S.-domiciled exchange traded funds with total assets under management of $0.6 billion at 
December 31, 2016. 


Our exchange traded funds as of December 31, 2016 are as follows: 


Advisory 
Fund Name Assets Fee 
($ in millions) % 
Virtus Newfleet Multi-Sector Unconstrained Bond 
BYP ca3 os ci bee Med eds Seas eos bee dead heen $198.6 0.700(1) 
InfraCap MUP BTR) s2...gcieg adie ne ae ce baud ab ated 171.7 0.075(1) 
Virtus Newfleet Dynamic Credit ETF ............... 77.7 0.550(1) 
Tuttle Tactical Management Core ETF .............. 57.3 0.075(1) 
Bioshares Biotech Products ETF ................... 31.1 0.075(1) 
Tuttle Tactical Management Multi-Strategy ETF ...... 20.0 0.075(1) 
Bioshares Biotech Clinical Trials ETF .............. 17.5 0.075(1) 
Reaves Utilities ETF .............. 0.00. cece eee 13.3 0.075(1) 
iSectors Post-MPT Growth ETF ................... 9.6 0.125(1) 


(1) Percentage of average daily net assets of each fund. 


Separately Managed Accounts 


Separately managed accounts are individually owned portfolios that include intermediary sponsored 
programs, whereby an intermediary assists individuals in hiring investment managers that have been approved by 
the broker-dealer to fulfill those objectives and private client accounts that are accounts of high net-worth 
individuals who are direct clients of an affiliated manager. Separately managed account assets totaled $8.5 billion 
at December 31, 2016. 


Institutional Accounts 


We offer a variety of equity and fixed income strategies to institutional clients, including corporations, 
multi-employer retirement funds, public employee retirement systems, foundations, endowments and as a 
subadviser to unaffiliated mutual funds. In addition, we act as collateral manager for structured finance products 
which consist of collateralized loan obligations (“CLOs’”) and collateralized debt obligations (“CDOs”). Our 
institutional assets under management totaled $6.1 billion as of December 31, 2016, which included 
$613.1 million of structured products. 


Our Investment Management, Administration and Transfer Agent Services 


Our investment management fees, administration fees and transfer agent fees earned in each of the last three 
years were as follows: 


Years Ended December 31, 
2016 2015 2014 
($ in thousands) 
Investment management fees: 
BUNS sisi 32 eaw ate acne et dn sak abe we ee, been ds $174,157 $209,994 $249,355 
Separately managed accounts..................00000. 40,155 37,296 35,152 
Institutional accounts .... 0... 0.0... cee eee 20,918 17,575 16,156 
Total investment management fees ............... 235,230 264,865 300,663 
Administration fees ....... 0... cee ee eee eee eee 26,997 33,981 39,374 
Transfer a@entdGés:. wisn cence hod shee keene son's 11,264 14,266 16,642 
ROGAN 5.33, cee eased sensei g Sou aks Ay. tee 4 Ba we thay bein Ser ee Aa $273,491 $313,112 $356,679 


Investment Management Fees 


We provide investment management services pursuant to investment management agreements through our 
affiliated investment advisers (each, an “Adviser”). With respect to our open-end funds, closed-end funds and 
exchange traded funds, the Adviser provides overall management services to a fund, subject to supervision by the 
fund’s board of directors, pursuant to agreements that must be approved annually by each fund’s board of 
directors and which may be terminated without penalty upon written notice, or automatically, in certain 
situations, such as a “change in control” of the Adviser. We earn fees based on each fund’s average daily or 
weekly net assets with most fee schedules providing for rate declines or “breakpoints” as asset levels increase to 
certain thresholds. For funds managed by a subadviser, the agreement provides that the subadviser manage the 
day-to-day investment management of the fund’s portfolio and receive a management fee from the Adviser based 
on the percentage of average daily net assets in the funds they subadvise or a percentage of the Adviser’s 
management fee. Each fund bears all expenses associated with its operations. In some cases, to the extent total 
fund expenses exceed a specified percentage of a fund’s average net assets, the Adviser has agreed to reimburse 
the funds for such excess expenses or voluntarily or contractually waive a portion of its fee for a period of time. 


For separately managed accounts and institutional accounts, fees are negotiated and are based primarily on 
asset size, portfolio complexity and individual client requests. Fees for structured finance products, for which we 
act as the collateral manager, consist of both senior and subordinated management fees. Senior management fees 
are calculated at a contractual fee rate applied against the end of the preceding quarter par value of the total 
collateral being managed. Subordinated management fees, also calculated at a contractual rate against the end of 
the preceding quarter par value of the total collateral being managed, are recognized only after certain portfolio 
criteria are met. We may also earn incentive fees on certain of our CLOs which are typically 20% of the excess 
cash flows available to holders of the subordinated notes. 


Administration Fees 


We provide fund administration services to our open-end funds, exchange traded funds and certain of our 
closed-end funds. We earn fees based on each fund’s average daily or weekly net assets. Administrative services 
include record keeping, preparing and filing documents required to comply with federal and state securities laws, 
legal administration and compliance services, supervising the activities of the funds’ other service providers, 
providing assistance with fund shareholder meetings, tax services and treasury services as well as providing 
office space, equipment and personnel that may be necessary for managing and administering the business affairs 
of the funds. 


Transfer Agent Fees 


We provide shareholder services to our open-end mutual funds. We earn fees based on each fund’s average 
daily net assets. Shareholder services include maintaining shareholder accounts, processing shareholder 
transactions, preparing filings and performing necessary reporting, among other things. We engage third-party 
service providers to perform certain aspects of the shareholder services. 


Our Distribution Services 


We distribute our open-end funds and exchange traded funds through financial intermediaries. We have 
broad access in the retail market, with distribution partners that include national and regional broker-dealers and 
independent financial advisory firms. Our sales efforts are supported by regional sales professionals, a national 
account relationship group and separate teams for the retirement and insurance products. 


Our separately managed accounts are distributed through financial intermediaries and directly by teams at 
our affiliated managers. Our institutional distribution strategy is an affiliate-centric model. Through relationships 
with consultants, we target key market segments, including foundations and endowments, corporate, public and 
private pension plans and subadvisory accounts. 


Our Broker-Dealer Services 


We have two subsidiaries that are broker-dealers registered under the Securities Exchange Act of 1934, as 
amended (the “Exchange Act’), and are members of the Financial Industry Regulatory Authority (“FINRA”). 
They serve as principal underwriters and distributors of our open-end mutual funds and exchange traded funds. 
Our broker-dealers are subject to the SEC’s net capital rule designed to enforce minimum standards regarding the 
general financial condition and liquidity of broker-dealers. 


Open-end mutual fund shares and UCITS fund shares are distributed by VP Distributors, LLC (“VPD”) 
under sales agreements with unaffiliated financial intermediaries. VPD also markets advisory services to 
sponsors of separately managed account programs. ETF Distributors, LLC (“ETFD”) serves as the principal 
underwriter and distributor of our exchange traded funds. 


Our Competition 


We face significant competition from a wide variety of financial institutions, including other investment 
management companies, as well as from proprietary products offered by our distribution partners such as banks, 
broker-dealers and financial planning firms. Competition in our businesses is based on several factors including 
investment performance, access to distribution channels, service to financial advisers and their clients and fees 
charged. Our competitors, many of which are larger than we are, often offer similar products and use similar 
distribution sources and may also offer less expensive products, have greater access to key distribution channels 
and have greater resources than we do. 


Our Regulatory Matters 


We are subject to regulation by the Securities and Exchange Commission (“SEC”), FINRA and other 
federal and state agencies and self-regulatory organizations. Each affiliated manager and unaffiliated subadviser 
is registered with the SEC under the Investment Advisers Act. Each open-end mutual fund, closed-end fund, 
exchange traded fund and each series of our variable insurance funds is registered with the SEC under the 
Investment Company Act of 1940. Our Global Funds are subject to regulation by the Central Bank of Ireland 
(“CBI”) and the funds and each investment manager and sub-investment manager to the Global Funds are 
registered with the CBI. 


The financial services industry is highly regulated and failure to comply with related laws and regulations 
can result in the revocation of registrations, the imposition of censures or fines and the suspension or expulsion 
of a firm and/or its employees from the industry. All of our U.S.-domiciled open-end mutual funds are currently 
available-for-sale and are qualified in all 50 states, Washington, D.C., Puerto Rico, Guam and the U.S. Virgin 
Islands. Our Global Funds are sold through financial intermediaries to investors who are not citizens of or 
residents of the United States. Most aspects of our investment management business, including the business of 
the unaffiliated subadvisers, are subject to various U.S. federal and state laws and regulations. 


Our officers, directors and employees may, from time to time, own securities that are also held by one or 
more of our funds. Our internal policies with respect to personal investments are established pursuant to the 
provisions of the Investment Company Act and/or the Investment Advisers Act. Employees, officers and 
directors who, in the function of their responsibilities to us, meet the requirements of the Investment Company 
Act, Investment Advisers Act and/or of FINRA regulations, must disclose personal securities holdings and 
trading activity. Those employees, officers and directors with investment discretion or access to investment 
decisions are subject to additional restrictions with respect to the pre-clearance of the purchase or sale of 
securities over which they have investment discretion or beneficial interest. Other restrictions are imposed upon 
supervised persons with respect to personal transactions in securities that are held, recently sold or contemplated 
for purchase by our mutual funds. All supervised persons are required to report holdings and transactions on an 
annual and quarterly basis pursuant to the provisions of the Investment Company Act and Investment Advisers 
Act. In addition, certain transactions are restricted so as to avoid the possibility of improper use of information 
relating to the management of client accounts. 


Our Employees 


As of December 31, 2016, we had 406 full time equivalent employees. None of our employees are 
represented by a union. 


Available Information 


Our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and all 
amendments to these reports filed or furnished pursuant to Section 13(a) or 15(d) of the Exchange Act, as well as 
proxy statements, are available free of charge on our website located at www.virtus.com as soon as reasonably 
practicable after they are filed with or furnished to the SEC. You may also read and copy any document we file at 
the SEC’s Public Reference Room at 100 F Street N.E., Washington, D.C. 20549. Please call 1-800-SEC-0330 
for further information on the operation of the Public Reference Room. Reports, proxy statements and other 
information regarding issuers that file electronically with the SEC, including our filings, are also available to the 
public on the SEC’s website at http://www.sec.gov. 


A copy of our Corporate Governance Principles, our Code of Conduct and the charters of our Audit 
Committee, Compensation Committee, Governance Committee and Risk and Finance Committee are posted on 
our website, www.virtus.com, under “About Us,” “Investor Relations,” “Corporate Governance” and are 
available in print to any person who requests copies by contacting Investor Relations by email to: 
investor.relations @ virtus.com or by mail to Virtus Investment Partners, Inc., c/o Investor Relations, 100 Pearl 
Street, Hartford, CT 06103. Information contained on the website is not incorporated by reference or otherwise 
considered part of this document. 


Item 1A. Risk Factors. 


This section describes some of the potential risks relating to our business, such as market, liquidity, 
operational, reputation and regulatory. The risks described below are some of the more important factors that 
could affect our business. You should carefully consider the risks described below, together with all of the other 
information included in this Annual Report on Form 10-K, in evaluating the Company and our common stock. If 
any of the risks described below actually occur, our business, revenues, profitability, results of operations, 
financial condition, cash flows, reputation and stock price could be materially adversely affected. 


Risks Relating to Our Business 


We earn substantially all of our revenues based on assets under management, and any reduction in assets 
under management would reduce our revenues and profitability. Assets under management fluctuate based 
on many factors including market conditions, investment performance and client withdrawals. 


The majority of our revenues are generated from asset-based fees from investment management products 
and services to individuals and institutions. Therefore, if the assets under management decline, our fee revenues 
would decline reducing profitability as some of our expenses are fixed. There are several reasons that assets 
under management could decline as discussed below: 


e The value of assets under management can decline due to price declines in specific securities, 
market segments or geographic areas where those assets are invested. Funds and portfolios that we 
manage related to certain geographic markets and industry sectors are particularly vulnerable to 
political, social and economic events in those markets and sectors. If these markets or industries 
decline or experience volatility, this could have a negative impact on our assets under management and 
our revenues. For example, certain non-U.S. markets, particularly emerging markets, are not as 
developed or as efficient as the U.S. financial markets and, as a result, may be less liquid, less 
regulated and significantly more volatile than the U.S. financial markets. Liquidity in such markets 
may be adversely impacted by factors including political or economic events, government policies, 
expropriation, volume trading limits by foreign investors and social or civil unrest. These factors may 
negatively impact the market value of an investment or our ability to dispose of it. In addition, an 
increase in the value of the U.S. dollar relative to non-U.S. currencies could result in a decrease in the 
U.S. dollar value of assets under management that are denominated in non-U.S. currencies. 


¢ The performance of our investment strategies is critical and any real or perceived negative 
absolute or relative performance could negatively impact the maintenance and growth of assets 
under management. Net flows related to our investment strategies can be affected by investment 
performance relative to other competing investment strategies or to established benchmarks. Our 
investment management strategies are rated, ranked or assessed by independent third-parties, 
distribution partners, and industry periodicals and services. These assessments often influence the 
investment decisions of our clients. If the performance or assessment of our investment strategies is 
seen as underperforming relative to peers, it could result in an increase in the withdrawal of assets by 
existing clients and the inability to attract additional investments from existing and new clients. In 
addition, certain of our investment strategies have capacity constraints, as there is a limit to the number 
of securities available for the strategy to operate effectively. In those instances, we may choose to limit 
access to new or existing investors. In addition, certain mutual funds employ the use of leverage as part 
of their investment strategies, which will increase or decrease the Company’s assets under 
management, and the risk associated with the investment, as the proceeds from the use of leverage are 
invested in accordance with the funds’ investment strategies. 


¢ General domestic and global economic and political conditions can influence assets under 
management. Changes in interest rates, the availability and cost of credit, inflation rates, economic 
uncertainty, changes in laws, trade barriers, commodity prices, currency exchange rates and controls 
and national and international political circumstances (including wars, terrorist acts and security 
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operations) and other conditions may impact the equity and credit markets which may influence our 
assets under management. Capital and credit markets can experience substantial volatility. 
Employment rates, continued economic weakness and budgetary challenges in the EuroZone, regional 
turmoil in the Middle East, concern over growth prospects in China and emerging markets, growing 
debt loads for certain countries and uncertainty about the consequences of governments eventually 
withdrawing monetary stimulus all indicate that economic and political conditions remain 
unpredictable. If the security markets decline or experience volatility, our assets under management 
and our revenues could be negatively impacted. In addition, diminishing investor confidence in the 
markets and/or adverse market conditions could result in a decrease in investor risk tolerance. Such a 
decrease could prompt investors to reduce their rate of investment or to fully withdraw from markets, 
which could lower our overall assets under management and have an adverse effect on our revenues, 
earnings and growth prospects. 


The volatility in the markets in the recent past has highlighted the interconnection of the global markets 
and demonstrated how the deteriorating financial condition of one institution may materially adversely 
impact the performance of other institutions. Our assets under management have exposure to many 
different industries and counterparties and may be exposed to credit, operational or other risk due to the 
default by a counterparty or client or in the event of a market failure or disruption or otherwise. In the 
event of extreme circumstances, including economic, political or business crises, such as a widespread 
systemic failure in the global financial system or failures of firms that have significant obligations as 
counterparties, we may suffer significant declines in assets under management and severe liquidity or 
valuation issues. 


Moreover, a significant amount of our assets under management are in investments represented by 
strategies that primarily invest in securities in non-U.S. companies. Many non-U.S. financial markets 
are not as developed or as efficient as the U.S. financial markets and, as a result, have limited liquidity 
and greater price volatility and may lack established regulations. Liquidity in such markets also may be 
adversely impacted by political or economic events, government policies, expropriation, volume 
trading limits by foreign investors and social and civil unrest. An investment’s market value or the 
ability to dispose of an investment may be adversely impacted by any of these factors. Governments of 
foreign jurisdictions may assert their abilities to tax local gains and/or income of foreign investors, 
including our clients, which could adversely impact the economics associated with investing in foreign 
jurisdictions or non-U.S. based companies. These risks also could impact the performance of our 
strategies that invest in such markets and, in particular, strategies that concentrate investments in 
emerging market companies and countries. 


Changes in interest rates can have adverse effects on our assets under management. Increases in 
interest rates from their historically low present levels may adversely affect the net asset values of our 
assets under management. Furthermore, increases in interest rates may result in reduced prices in 
equity markets. Conversely, decreases in interest rates could lead to outflows in fixed income assets 
that we manage as investors seek higher yields. Any of these effects could lower our assets under 
management and revenues and, if our revenues decline without a commensurate reduction in our 
expenses, would lead to a reduction in our net income. 


Any of these factors could cause our assets under management to decline and have an adverse impact on our 
results of operations and financial condition. 


Our investment advisory agreements are subject to withdrawal, renegotiation or termination on short notice. 


Our clients include the boards of directors for our sponsored mutual funds, managed account program 
sponsors, private clients and institutional clients. Our investment management agreements with these clients may 
be terminated upon short notice without penalty. As a result, there would be little impediment to these sponsors 
or clients terminating our agreements. Our clients may terminate or renegotiate their investment contracts with us 


11 


or reduce the aggregate amount of assets under management with us due to a number of reasons including 
investment performance, reputational, regulatory or compliance issues, loss of key investment management or 
other personnel or a change in management or control of clients, third-party distributors, subadvisers or others 
with whom we have relationships. The directors of our sponsored funds may deem it to be in the best interests of 
a fund’s shareholders to make decisions adverse to us, such as reducing the compensation paid to us, requesting 
that we subsidize fund expenses over certain thresholds, or imposing restrictions on our management of the fund. 
Under the Investment Company Act, investment advisory agreements automatically terminate in the event of an 
assignment, which may occur if, among other events, the Company undergoes a change in control, such as any 
person acquiring 25% voting rights of our common stock. If an assignment were to occur, we cannot be certain 
that the fund’s board of directors and its stockholders would approve a new investment advisory agreement. In 
addition, investment advisory agreements for the separate accounts we manage may not be assigned without the 
consent of the client. If an assignment occurs, we cannot be certain that the Company will be able to obtain the 
necessary fund approvals or the necessary consents from our clients. The withdrawal, renegotiation or 
termination of any investment management contract relating to a material portion of assets under management 
would have an adverse impact on our results of operations and financial condition. 


Any damage to our reputation could harm our business and lead to a reduction in our revenues and 
profitability. 


Maintaining a strong reputation with the investment community and other constituencies is critical to our 
success. Our reputation is vulnerable to many threats that can be difficult or impossible to control, and costly or 
impossible to remediate even if they are without merit or satisfactorily addressed. Our reputation may be 
impacted by many factors, including but not limited to: poor performance; litigation; conflicts of interests; 
regulatory inquiries, investigations or findings; operational failures (including cyber breaches); intentional or 
unintentional misrepresentation of our products or services; material weaknesses in our internal controls; or 
employee misconduct or rumors. Any damage to our reputation could impede our ability to attract and retain 
clients and key personnel, adversely impact relationships with third-party distributors and other business partners 
and lead to a reduction in the amount of our assets under management, any of which could adversely affect our 
results of operations and financial condition. 


We manage client assets under agreements that have established investment guidelines or other contractual 
requirements, and any failure to comply could result in claims, losses or regulatory sanctions, which could 
negatively impact our revenues and profitability. 


The agreements under which we manage client assets often have established investment guidelines or other 
contractual requirements that we are required to comply with in providing our investment management services. 
Although we maintain various compliance procedures and other controls to prevent, detect, and correct such 
errors, any failure or allegation of a failure to comply with these guidelines or other requirement could result in 
client claims, reputational damage, withdrawal of assets and potential regulatory sanctions, any of which could 
have an adverse impact on our results of operations and financial condition. 


We are subject to financial covenants under our existing credit facility, and failure to satisfy those 
covenants could result in any outstanding indebtedness becoming immediately due. 


Under the Company’s senior unsecured revolving credit facility (the “Credit Facility”), the Company must 
maintain certain financial covenants. A summary of the Credit Facility terms and financial covenants is included 
in this report under “Management’s Discussion and Analysis of Financial Condition and Results of Operations.” 
We cannot assure you that at all times in the future we will satisfy all such financial covenants or obtain any 
required waiver or amendment, in which event all outstanding indebtedness could become immediately due. This 
could result in a substantial reduction in the liquidity of the Company and could challenge our ability to meet 
future cash needs of the business. 
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Our business relies on the ability to attract and retain key employees, and the loss of such employees could 
negatively affect financial performance. 


The success of our business is dependent to a large extent on our ability to attract and retain key employees 
such as senior executives, portfolio managers, securities analysts and sales personnel. Competition in the job 
market for these professionals is generally intense and compensation levels in the industry are highly 
competitive. The market for investment managers is also characterized by the movement of investment managers 
among different firms. 


If we are unable to continue to attract and retain key employees, or if compensation costs required to attract 
and retain key employees increase, our performance, including our competitive position, could be materially 
adversely affected. Additionally, we utilize Company equity awards as part of our compensation plans and as a 
means for recruiting and retaining key employees. Declines in our stock price could result in deterioration in the 
value of equity awards granted, thus lessening the effectiveness of retaining key employees through stock-based 
awards. 


In certain circumstances, the departure of key employees could cause higher redemption rates for certain 
assets under management, or the loss of certain client accounts. Any inability to retain our key employees, attract 
qualified employees, or replace key employee positions in a timely manner, could lead to a reduction in the 
amount of our assets under management, which could have a material adverse effect on our revenues and 
profitability. In addition, there could be additional costs to replace, retain or attract new talent which would result 
in a decrease in our profitability and have an adverse impact on our results of operations and financial condition. 


The highly competitive nature of the asset management industry may force us to reduce the fees we charge 
to clients, increase amounts paid or support for financial intermediaries, all of which could result in a 
reduction of our revenues and profitability. 


We face significant competition from a wide variety of financial institutions, including other investment 
management companies, as well as from proprietary products offered by our distribution partners such as banks, 
broker-dealers and financial planning firms. Competition in our businesses is based on several factors including 
investment performance, access to distribution channels, service to financial advisers and their clients and fees 
charged. Our competitors, many of which are larger than we are, often offer similar products, use similar 
distribution sources, offer less expensive products, have greater access to key distribution channels and have 
greater resources, geographic footprints and name recognition than we do. Additionally, certain products and 
asset classes, such as passive or index-based products, are becoming increasingly popular with investors. 
Existing clients may withdraw their assets in order to invest in these products, and we may be unable to attract 
additional investments from existing and new clients, which would lead to a decline in our assets under 
management and market share. 


In addition, our profits are highly dependent on the fee levels for our products and services. In recent years, 
there has been a trend in certain segments of our markets toward lower fees and lower fee products, such as 
passive products. Competition could cause us to reduce the fees that we charge for products and services. In 
order to maintain appropriate fee levels in a competitive environment, we must be able to continue to provide 
clients with investment products and services that are viewed as appropriate in relation to the fees charged. If our 
clients, including our fund boards, were to view our fees as being high relative to the market or the returns 
provided by our investment products, we may choose to reduce our fee levels or we may experience significant 
redemptions in our assets under management which could have an adverse impact on our results of operations 
and financial condition. 
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We are subject to an extensive and complex regulatory environment, and changes in regulations or failure 
to comply with regulation could adversely affect our revenues and profitability. 


The investment management industry in which we operate is subject to extensive and frequently changing 
regulation. We are regulated by the SEC under the Exchange Act, the Investment Company Act and the 
Investment Advisers Act, and we are subject to regulation by the Commodities Futures Trading Commission 
under the Commodities Exchange Act. Our Global Funds are subject to regulation by the CBI. We are also 
regulated by FINRA, the Department of Labor under the Employee Retirement Income Security Act of 1974, as 
amended (“ERISA”), as well as other federal and state laws and regulations. 


The regulatory environment that we operate in changes often and has seen increased regulatory focus in 
recent years. For example, in fiscal 2015, the SEC proposed new rules addressing liquidity risk management by 
registered open-end funds and the use of derivatives by registered open-end and closed-end funds. If these 
regulations are adopted substantially as proposed, they could materially impact the provision of investment 
services or limit opportunities for certain funds we manage and increase our management and administration 
costs, with potential adverse effects on our revenues, expenses and results of operations. 


Although we spend extensive time and resources on compliance efforts designed to ensure compliance with 
all applicable laws and regulations, if we or our affiliates fail to timely and properly modify and update our 
compliance procedures in this changing and highly complex regulatory environment, we may be subject to 
various legal proceedings, including civil litigation, governmental investigations and enforcement actions and 
result in fines, penalties or suspensions of individual employees or limitations on particular business activities 
which could have an adverse impact on our results of operations and financial condition. 


Changes in tax laws and unanticipated tax obligations could have an adverse impact on our financial 
condition, results of operations and cash flow. 


We are subject to federal and state income taxes in the United States. Tax authorities may disagree with 
certain positions we have taken or implement changes in tax policy, which may result in the assessment of 
additional taxes. We regularly assess the appropriateness of our tax positions and reporting. We cannot provide 
assurance, however, that we will accurately predict the outcomes of audits, and the actual outcomes of these 
audits could be unfavorable. In addition, our ability to use net operating loss carryforwards and other tax 
attributes available to us will be dependent on our ability to generate taxable income. 


We utilize unaffiliated firms in providing investment management services and any matters that have an 
adverse impact to their business, or any change in our relationships with these unaffiliated firms could lead 
to a reduction in assets under management, which will adversely affect our revenues and profitability. 


We utilize unaffiliated subadvisers as investment managers for certain of our retail products and we have 
licensing arrangements with unaffiliated data providers. Because we typically have no ownership interests in 
these unaffiliated firms, we do not control the business activities of such firms. Problems stemming from the 
business activities of these unaffiliated firms may negatively impact or disrupt such firms’ operations or expose 
them to disciplinary action or reputational harm. Furthermore, any such matters at these unaffiliated firms may 
have an adverse impact on our business or reputation or expose us to regulatory scrutiny, including with respect 
to our oversight of such firms. 


We periodically negotiate provisions and renewals of these relationships, and we cannot provide assurance 
that such terms will remain acceptable to us or the unaffiliated firms. These relationships can also be terminated 
upon short notice without penalty. In addition, similar to our business, the departure of key employees at our 
unaffiliated subadvisers could cause higher redemption rates for certain assets under management, or the loss of 
certain client accounts. An interruption or termination of our unaffiliated firm relationships could affect our 
ability to market our products and result in a reduction in assets under management which could have an adverse 
impact on our results of operations and financial condition. 
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We distribute through intermediaries, and changes in key distribution relationships could reduce our 
revenues, increase our costs and adversely affect our profitability. 


Our primary source of distribution for our retail products is through intermediaries that include third-party 
financial intermediaries, such as: major wire houses; national, regional and independent broker-dealers and financial 
advisors; banks and financial planners and registered investment advisors. Our success is highly dependent on 
access to these various distribution systems. These distributors are generally not contractually required to distribute 
our products and typically offer their clients various investment products and services, including proprietary 
products and services, in addition to and in competition with our products and services. While we compensate these 
intermediaries for selling our products and services pursuant to contractual agreements, we may not be able to retain 
access to these channels at all or at similar pricing. Increasing competition for these distribution channels could 
cause our distribution costs to rise, which could have a material adverse effect on our business, revenues and 
profitability. To the extent that existing or future intermediaries prefer to do business with our competitors, the sales 
of our products as well as our market share, revenues and profitability could decline. 


We and our third-party service providers rely on numerous technology systems, and a temporary business 
interruption, security breach or technology systems failures could negatively impact our business and 
profitability. 


Our technology systems and those of our third-party service providers are critical to our operations. The 
ability to consistently and reliably obtain accurate securities pricing information, process client portfolio and 
fund shareholder transactions and provide reports and other customer service to fund shareholders and clients in 
other accounts managed by us is an essential part of our business. Any delays or inaccuracies in obtaining pricing 
information, processing such transactions or such reports, other breaches and errors, and any inadequacies in 
other customer service, could result in reimbursement obligations or other liabilities, or alienate customers and 
potentially give rise to claims against us. Our customer service capability, as well as our ability to obtain prompt 
and accurate securities pricing information and to process transactions and reports, is highly dependent on our 
third-party service providers’ information systems. Any failure or interruption of those systems, whether 
resulting from technology or infrastructure breakdowns, defects or external causes such as fire, natural disaster, 
viruses, acts of terrorism or power disruptions, could result in financial loss, negatively impact our reputation, 
and negatively affect our ability to do business. Although we, and our third-party service providers, have disaster 
recovery plans in place, we may experience temporary interruptions if a natural disaster or prolonged power 
outages were to occur which could have an adverse impact on our results of operations and financial condition. 


In addition, like other companies in the financial services industry, our computer systems are regularly 
subject to and are expected to continue to be the target of computer viruses or other malicious codes, 
unauthorized access, cyber-attacks or other computer-related penetrations. Over time, however, the sophistication 
of cyber threats continues to increase, and any controls we put in place and preventative actions we take to 
reduce the risk of cyber incidents and protect our information may be insufficient to detect or prevent 
unauthorized access, cyber-attacks or other security breaches to our computer systems or those of third parties 
with whom we do business. Breach of our technology systems or those of third parties with whom we do 
business through cyber-attacks, or failure to manage and secure our technology environment, could result in 
interruptions or malfunctions in the operations of our business, loss of valuable information, liability for stolen 
assets or information, remediation costs to repair damage caused by a breach, additional costs to mitigate against 
future incidents and litigation costs resulting from an incident. 


We and certain of our third-party vendors receive and store personal information as well as non-public 
business information. Although we and our third-party vendors take precautions, we may still be vulnerable to 
hacking or other unauthorized use. A breach of the systems or hardware could result in an unauthorized access to 
our proprietary business or client data or release of this type of data, which could subject us to legal liability or 
regulatory action under data protection and privacy laws which may result in fines or penalties, the termination of 
existing client contracts, costly mitigation activities and harm to our reputation, which could have an adverse 
impact on our results of operations and financial condition. 
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Ownership of a relatively large percentage of our common stock is concentrated with a small number of 
shareholders, which could increase the volatility in our stock trading and dramatically affect our share 
price. 


A large percentage of our common stock is held by a limited number of shareholders. If our larger 
shareholders decide to liquidate their positions, it could cause significant fluctuation in the share price of our 
common stock. Public companies with a relatively concentrated level of institutional shareholders, such as we 
have, often have difficulty generating trading volume in their stock which may increase the volatility in the price 
of our common stock. 


Civil litigation and government investigations or proceedings could adversely affect our business. 


Many aspects of our business involve substantial risks of liability, and there have been substantial 
incidences of litigation and regulatory investigations in the financial services industry in recent years, including 
customer claims as well as class action suits seeking substantial damages. From time to time, we and/or our funds 
may be named as defendants or co-defendants in lawsuits or be involved in disputes that involve the threat of 
lawsuits seeking substantial damages. We and/or our funds are also involved from time to time in governmental 
and self-regulatory organization investigations and proceedings. For example, in fiscal 2015, two putative class 
action complaints were filed against us and certain of our officers and affiliates, alleging violation of certain 
provisions of federal securities laws. See Item 3. Legal Proceedings for further description of these class action 
complaints. 


Any of these lawsuits, investigations or proceedings could result in reputational damage, loss of clients and 
assets, settlements, awards, injunctions, fines, penalties, increased costs and expenses in resolving a claim, 
diversion of employee resources and resulting financial losses. Predicting the outcome of such matters is 
inherently difficult, particularly where claims are brought on behalf of various classes of claimants or by a large 
number of claimants, when claimants seek substantial or unspecified damages or when investigations or legal 
proceedings are at an early stage. A substantial judgment, settlement, fine or penalty could be material to our 
operating results or cash flows for a particular period, depending on our results for that period, or could cause us 
significant reputational harm, which could harm our business prospects. 


We depend to a large extent on our business relationships and our reputation to attract and retain clients. As 
aresult, allegations of improper conduct by private litigants, including investors in our funds, or regulators, 
whether the ultimate outcome is favorable or unfavorable to us, as well as negative publicity and press 
speculation about us, our investment activities or the asset management industry in general, whether or not valid, 
may harm our reputation, which may be more damaging to our business than to other types of businesses. We 
may incur substantial legal expenses in defending against proceedings commenced by a client, regulatory 
authority or other private litigant. Substantial legal liability levied on us could cause significant reputational harm 
and have an adverse impact on our results of operations and financial condition. 


We have a significant portion of our assets invested in marketable securities which exposes us to earnings 
volatility, as the value of these investments fluctuate, as well as risk of capital loss. 


We use capital to seed new investment strategies and make new investments to introduce new products or 
enhance distribution access. At December 31, 2016, the Company had $183.5 million of seed capital investments 
in a variety of asset classes including alternative, fixed income and equity strategies. We also had $25.7 million 
invested in our consolidated investment product (“CIP”). Many of these investments employ a long-term 
investment strategy and entail an optimal investment period spanning several years. Accordingly, during this 
investment period, the Company’s capital utilized in these investments may not be available for other corporate 
purposes at all or without significantly diminishing our investment return. We cannot provide assurance that 
these investments will perform as expected. Moreover, increases or decreases in the value of these investments 
will increase the volatility of our earnings, and a decline in the value of these investments would result in the loss 
of capital and have an adverse impact on our results of operations and financial condition. 
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Our intended quarterly distributions may not be paid as intended or at all. 


The declaration, payment and determination of the amount of our quarterly dividend, may change at any 
time. In making decisions regarding our quarterly dividend, we consider general economic and business 
conditions, our strategic plans and prospects, our businesses and investment opportunities, our financial condition 
and operating results, working capital requirements and anticipated cash needs, contractual restrictions (including 
under the terms of the Mandatory Convertible Preferred Stock that we issued on February 1, 2016) and 
obligations, legal, tax, regulatory and other restrictions that may have implications on the payment of 
distributions by us to our common shareholders or by our subsidiaries to us, and such other factors as we may 
deem relevant. Our ability to pay common stock dividends in excess of our current quarterly dividend will be 
subject to restrictions under the terms of the indebtedness contemplated by the debt commitment letter. We 
cannot assure you that any distributions, whether quarterly or otherwise, will be paid. 


We may need to raise additional capital in the future, and resources may not be available to us in sufficient 
amounts or on acceptable terms, which could have an adverse impact on our business. 


Our ability to meet the future cash needs of the Company is dependent upon our ability to generate cash. 
Although the Company has been successful in generating sufficient cash in the past, it may not be in the future. 
As of December 31, 2016, we maintained $64.5 million in cash and cash equivalents and $183.5 million in seed 
capital investments with $30.0 million in debt outstanding excluding the debt of our consolidated investment 
product for which recourse to the Company is limited to our $25.7 million investment. See Footnote 18 of our 
consolidated financial statements for additional information on the debt of the consolidated investment product. 
Additionally on February 1, 2017, we issued 910,000 shares of common stock and 1,150,000 shares of 7.25% 
Mandatory Convertible Preferred Stock in a public offering for net proceeds of $207.1 million, after underwriting 
discounts, commissions and other offering expenses. Our ability to access capital markets efficiently depends on 
a number of factors, including the state of credit and equity markets, interest rates and credit spreads. We may 
need to raise capital to fund new business initiatives in the future, and financing may not be available to us in 
sufficient amounts, on acceptable terms, or at all. If we are unable to access sufficient capital on acceptable 
terms, our business could be adversely impacted. 


Our common stock ranks junior to the Mandatory Convertible Preferred Stock with respect to dividends and 
amounts payable in the event of our liquidation and ranks junior to our indebtedness which may limit any 
payment or other distribution of assets to our common stock in the event we are liquidated 


Our common stock ranks junior to the Mandatory Convertible Preferred Stock, with respect to the payment 
of dividends and amounts payable in the event of our liquidation, dissolution or winding-up. This means that, 
unless accumulated dividends have been paid or set aside for payment on all outstanding Mandatory Convertible 
Preferred Stock for all completed dividend periods, no dividends may be declared or paid on our common stock. 
Likewise, in the event of our voluntary or involuntary liquidation, dissolution or winding-up, no distribution of 
our assets may be made to holders of our common stock until we have paid to holders of the Mandatory 
Convertible Preferred Stock a liquidation preference equal to $100.00 per share plus accrued and unpaid 
dividends (whether or not declared). 


Additionally, in the event of our liquidation, dissolution or winding up, our common stock would rank 
below all debt claims against us. As a result, holders of our common stock will not be entitled to receive any 
payment or other distribution of assets upon our liquidation, dissolution or winding up until after all of our 
obligations to our debt holders have been satisfied. 


We have corporate governance provisions that may make an acquisition of us more difficult. 
Certain provisions of our certificate of incorporation and bylaws could discourage, delay, or prevent a 


merger, acquisition, or other change in control that stockholders may consider favorable, including transactions 
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in which stockholders might otherwise receive a premium for their shares. These provisions also could limit the 
price that investors might be willing to pay in the future for shares of our common stock, thereby depressing the 
market price of our common stock. Stockholders who wish to participate in these transactions may not have the 
opportunity to do so. In addition, the provisions of Section 203 of the Delaware General Corporation Law also 
restrict certain business combinations with interested stockholders. 


Our insurance policies may not cover all liabilities and losses to which we may be exposed. 


We carry insurance in amounts and under terms that we believe are appropriate. Our insurance may not 
cover all liabilities and losses to which we may be exposed. Certain insurance coverage may not be available or 
may be prohibitively expensive in future periods. As our insurance policies come up for renewal, we may need to 
assume higher deductibles or pay higher premiums, which could have an adverse impact on our results of 
operations and financial condition. 


We may engage in strategic transactions that could create risks. 


We regularly review, and from time to time have discussions with and engage in, potential strategic 
transactions, including potential acquisitions, consolidations, joint ventures or similar transactions, some of 
which may be material. On December 16, 2016, for example, we entered into an agreement (the “RidgeWorth 
Acquisition”) to acquire RidgeWorth Holdings, LLC (“RidgeWorth”). We cannot provide assurance that we will 
be successful in negotiating the required agreements or successfully close transactions after signing such 
agreements including the RidgeWorth Acquisition or any other future strategic transactions. 


Any strategic transactions may also involve a number of other risks, including additional demands on our 
staff, unanticipated problems regarding integration of operating facilities, technologies and new employees and 
the existence of liabilities or contingencies not disclosed to, or otherwise unknown by, us prior to closing a 
transaction. In addition, any business we acquire may underperform relative to expectations or may lose 
customers or employees. As a result, the Company may not be able to realize all of the expected benefits from 
such transactions or may be required to spend additional time or money on integration. Additional risks related to 
the RidgeWorth Acquisition are further described below. 


Risks Relating to the RidgeWorth Acquisition 


The Ridge Worth Acquisition is subject to closing conditions, including certain conditions that may not be 
satisfied, and it may not be completed on a timely basis, or at all. Failure to complete the RidgeWorth 
Acquisition could have material and adverse effects on the Company. 


On December 16, 2016, the Company entered into a merger agreement in connection with the RidgeWorth 
Acquisition. The completion of the RidgeWorth Acquisition is subject to a number of closing conditions, 
including the receipt of a specified level of required consents from RidgeWorth clients, which make both the 
completion and the timing of completion of the RidgeWorth Acquisition uncertain. Also, either RidgeWorth or 
the Company may terminate the merger agreement if the RidgeWorth Acquisition has not been completed by the 
July 16, 2017 termination date (subject to extension to September 16, 2017 under certain circumstances), unless 
the failure of the RidgeWorth Acquisition to be completed has resulted from the failure of the party seeking to 
terminate the merger agreement to perform its obligations. If the RidgeWorth Acquisition is not completed on a 
timely basis, or at all, the Company’s ongoing business may be adversely affected. Additionally, in the event the 
RidgeWorth Acquisition is not completed, the Company will be subject to a number of risks without realizing 
any of the benefits of having completed the RidgeWorth Acquisition, including the following: 


e the Company will be required to pay its costs relating to the RidgeWorth Acquisition, such as legal, 
accounting and financial advisory fees, whether or not the RidgeWorth Acquisition is completed; 


e time and resources committed by the Company’s management to matters relating to the RidgeWorth 
Acquisition could otherwise have been devoted to pursuing other beneficial opportunities; and 
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¢ the market price of the Company’s securities could decline to the extent that the current market price 
reflects a market assumption that the RidgeWorth Acquisition will be completed, or to the extent that 
the RidgeWorth Acquisition is fundamental to the Company’s business strategy. 


Uncertainty regarding the completion of the RidgeWorth Acquisition may cause their clients to withdraw 
assets under management or to decline to place additional assets under management, may cause their 
potential clients to delay or defer decisions concerning Ridge Worth and may adversely affect Ridge Worth’s 
ability to attract and retain key employees. 


The RidgeWorth Acquisition will happen only if stated conditions are met, including, among others, the 
receipt of a baseline level of required consents from RidgeWorth clients. Many of the conditions are beyond the 
control of the Company. In addition, both RidgeWorth and the Company have rights to terminate the merger 
agreement under various circumstances. As a result, there may be uncertainty regarding the completion of the 
RidgeWorth Acquisition. This uncertainty, along with potential RidgeWorth client uncertainty regarding how the 
acquisition could affect the services offered by RidgeWorth, may cause their clients to withdraw assets under 
management or to decline to place additional assets under management, and may cause potential RidgeWorth 
clients to delay or defer decisions concerning entering into a relationship with RidgeWorth, which could 
negatively impact revenues and earnings of RidgeWorth. Similarly, uncertainty regarding the completion of the 
RidgeWorth Acquisition may foster uncertainty among their employees about their future roles. This may 
adversely affect the ability of RidgeWorth to attract and retain key management, portfolio management, sales, 
marketing, and trading personnel, which could have an adverse effect on their ability to generate revenues at 
anticipated levels prior or subsequent to the consummation of the RidgeWorth Acquisition. 


Under the U.S. Investment Company Act of 1940, as amended, or the “1940 Act’, the investment advisory 
agreement between RidgeWorth mutual funds, an open-end management investment company registered under 
the 1940 Act, and RidgeWorth will terminate automatically in the event RidgeWorth undergoes a change of 
control as recognized under the 1940 Act and the Advisers Act, which the RidgeWorth Acquisition will 
constitute such a change of control. In connection with the RidgeWorth Acquisition, shareholders of RidgeWorth 
mutual funds will be requested to approve a reorganization of each series of RidgeWorth mutual funds into a 
corresponding series of Virtus Asset Trust. If shareholders of a RidgeWorth mutual fund do not approve the 
reorganization and the parties to the RidgeWorth Acquisition proceed to close on the RidgeWorth Acquisition, 
then the investment advisory agreement between such RidgeWorth mutual fund and RidgeWorth will terminate 
automatically and an interim advisory agreement with RidgeWorth will go into effect to permit additional time to 
solicit shareholder approval. In such an event, each RidgeWorth mutual fund’s board of trustees may take further 
action as it deems to be in the best interests of such RidgeWorth mutual fund. In addition, as required by the 
Advisers Act, each of the investment advisory agreements for the separate accounts and private funds that 
RidgeWorth manages may not be assigned, as defined in the Advisers Act, without the consent of the client. The 
withdrawal, renegotiation or termination of any investment advisory agreement relating to a material portion of 
assets under management would have an adverse impact on RidgeWorth’s results of operations and financial 
condition as well as any anticipated benefits from the RidgeWorth Acquisition. 


We may not realize the benefits we expect from the RidgeWorth Acquisition because of integration 
difficulties and other challenges. 


The success of the RidgeWorth Acquisition will depend in large part on the success of integrating the 
personnel, operations, strategies, technologies and other components of the two companies’ businesses following 
the completion of the acquisition. The Company may fail to realize some or all of the anticipated benefits of the 
RidgeWorth Acquisition if the integration process takes longer than expected or is more costly than expected. 
The failure of the Company to meet the challenges involved in successfully integrating the operations of 
RidgeWorth or to otherwise realize any of the anticipated benefits of the RidgeWorth Acquisition could impair 
the operations of the Company. In addition, the Company anticipates that the overall integration of RidgeWorth 
will be a time-consuming and expensive process that, without proper planning and effective and timely 
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implementation, could significantly disrupt the Company’s business. Potential difficulties the combined business 
may encounter in the integration process include the following: 


e the integration of personnel, operations, strategies, technologies and support services; 


¢ the disruption of ongoing businesses and distraction of their respective personnel from ongoing 
business concerns; 


e the retention of the existing clients and the retention or transition of RidgeWorth vendors; 
e the retention of key intermediary distribution relationships; 

e the integration of corporate cultures and maintenance of employee morale; 

e the retention of key employees; 

e the creation of uniform standards, controls, procedures, policies and information systems; 
e the reduction of the costs associated with the combined company’s operations; 


e the consolidation and rationalization of information technology platforms and administrative 
infrastructures; and 


¢ potential unknown liabilities associated with the RidgeWorth Acquisition. 


The anticipated benefits and synergies include the elimination of duplicative personnel, realization of 
efficiencies in consolidating duplicative corporate, business support functions and amortization of purchased 
intangibles for tax purposes. However, these anticipated benefits and synergies assume a successful integration 
and are based on projections, which are inherently uncertain, and other assumptions. Even if integration is 
successful, anticipated benefits and synergies may not be achieved. 


The incurrence of indebtedness to fund the Ridge Worth Acquisition may impact our financial position and 
subject us to additional financial and operating restrictions. 


In connection with the RidgeWorth Acquisition, we expect to incur a substantial amount of additional 
indebtedness, which may result in substantially higher borrowing costs and a shorter maturity date than those 
from other anticipated financing alternatives. Our ability to make scheduled payments on or refinance our debt 
obligations depends on our financial condition and operating performance, which are subject to prevailing 
economic and competitive conditions and to certain financial, business, legislative, regulatory and other factors 
beyond our control. The combined company may be unable to maintain a level of cash flows from operating 
activities sufficient to permit us to pay the principal, premium, if any, and interest on our indebtedness. 


The incurrence of indebtedness contemplated by the debt commitment letter will subject us to additional 
financial and operating covenants, which may limit our flexibility in responding to our business needs. If we are 
not able to maintain compliance with stated financial covenants or if we breach other covenants in any debt 
agreement, related to the new debt facility or otherwise, we could be in default under such agreement. Such a 
default could allow our creditors to accelerate the related indebtedness and may result in the acceleration of any 
other indebtedness to which a cross-acceleration or cross-default provision applies. 


Our overall leverage and terms of our financing could, among other things: 


e make it more difficult to satisfy our obligations under the terms of our indebtedness, including the new 
debt facility; 


e limit our ability to refinance our indebtedness on terms acceptable to us or at all; 


e limit our flexibility to plan for and adjust to changing business and market conditions and increase our 
vulnerability to general adverse economic and industry conditions; 
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require us to dedicate a substantial portion of our cash flows to make interest and principal payments 
on our debt, thereby limiting the availability of our cash flow to fund future acquisitions, working 
capital, business activities, and other general corporate requirements; and 


limit our ability to obtain additional financing for working capital, to fund growth or for general 
corporate purposes, even when necessary to maintain adequate liquidity, particularly if any ratings 
assigned to our debt securities by rating organizations were revised downward. 
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SPECIAL NOTE ABOUT FORWARD-LOOKING STATEMENTS 


This Annual Report on Form 10-K contains statements that are, or may be considered to be, forward- 
looking statements within the meaning of The Private Securities Litigation Reform Act of 1995, as amended, 
Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, 
as amended. All statements that are not historical facts, including statements about our beliefs or expectations, 
are forward-looking statements. These statements may be identified by such forward-looking terminology as 
“expect,” “estimate,” “intent,” “plan,” “intend,” “believe,” “anticipate,” “may,” “will,” “should,” “could,” 
“continue,” “project,” “opportunity,” “predict,” “would,” “potential,” “future,” “forecast,” “guarantee,” 
“assume,” “likely,” “target” or similar statements or variations of such terms. 
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Our forward-looking statements are based on a series of expectations, assumptions and projections about our 
Company and the markets in which we operate, are not guarantees of future results or performance and involve 
substantial risks and uncertainty, including assumptions and projections concerning our assets under 
management, net cash inflows and outflows, operating cash flows, business plans and credit facilities, for all 
future periods. All of our forward-looking statements contained in this Annual Report on Form 10-K are as of the 
date of this Annual Report on Form 10-K only. 


We can give no assurance that such expectations or forward-looking statements will prove to be correct. 
Actual results may differ materially. We do not undertake or plan to update or revise any such forward-looking 
statements to reflect actual results, changes in plans, assumptions, estimates or projections, or other 
circumstances occurring after the date of this Annual Report on Form 10-K, even if such results, changes or 
circumstances make it clear that any forward-looking information will not be realized. If there are any future 
public statements or disclosures by us which modify or impact any of the forward-looking statements contained 
in or accompanying this Annual Report on Form 10-K, such statements or disclosures will be deemed to modify 
or supersede such statements in this Annual Report on Form 10-K. 


Our business and our forward-looking statements involve substantial known and unknown risks and 
uncertainties, including those discussed under “Risk Factors,” and “Management’s Discussion and Analysis of 
Financial Condition and Results of Operations” in this Annual Report on Form 10-K as well as the following 
risks and uncertainties: (a) any reduction in our assets under management; (b) the withdrawal, renegotiation or 
termination of investment advisory agreements; (c) damage to our reputation; (d) failure to comply with 
investment guidelines or other contractual requirements; (e) the inability to attract and retain key personnel; 

(f) challenges from the competition we face in our business; (g) adverse regulatory and legal developments; 

(h) unfavorable changes in tax laws or limitations; (1) adverse developments related to unaffiliated subadvisers; 
(j) negative implications of changes in key distribution relationships; (k) interruptions in or failure to provide 
service by third parties; (1) volatility associated with our common stock; (m) adverse civil litigation and 
government investigations or proceedings; (n) the risk of loss on our investments; (0) the inability to make 
quarterly distributions; (p) the lack of sufficient capital on satisfactory terms; (q) liabilities and losses not 
covered by insurance; (r) the inability to satisfy financial covenants; (s) the failure to complete the acquisition of 
RidgeWorth; (t) the inability to achieve expected acquisition-related financial benefits and synergies and other 
risks and uncertainties. Any occurrence of, or any material adverse change in, one or more risk factors or risks 
and uncertainties referred to in this Annual Report on Form 10-K or our other periodic reports filed with the SEC 
could materially and adversely affect our operations, financial results, cash flows, prospects and liquidity. You 
are urged to carefully consider all such factors. 


Item 1B. Unresolved Staff Comments. 


None. 
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Item 2. Properties. 


We lease our principal offices, which are located at 100 Pearl St., Hartford, CT 06103. In addition, we lease 
office space in Illinois, California, Massachusetts and New York. 


Item 3. Legal Proceedings. 


The Company is regularly involved in litigation and arbitration as well as examinations, inquiries and 
investigations by various regulatory bodies, including the SEC, involving its compliance with, among other 
things, securities laws, client investment guidelines, laws governing the activities of broker-dealers and other 
laws and regulations affecting its products and other activities. Legal and regulatory matters of this nature 
involve or may involve but are not limited to the Company’s activities as an employer, issuer of securities, 
investor, investment adviser, broker-dealer or taxpayer. In addition, in the normal course of business, the 
Company discusses matters with its regulators raised during regulatory examinations or is otherwise subject to 
their inquiry. These matters could result in censures, fines, penalties or other sanctions. 


The Company accrues for a liability when it is both probable that a liability has been incurred and the 
amount of the liability can be reasonably estimated. Significant judgment is required in both the determination of 
probability and the determination as to whether a loss is reasonably estimable. In addition, in the event the 
Company determines that a loss is not probable, but is reasonably possible, and it becomes possible to develop 
what the Company believes to be a reasonable range of possible loss, then the Company will include disclosures 
related to such matter as appropriate and in compliance with ASC 450, Loss Contingencies. The disclosures, 
accruals or estimates, if any, resulting from the foregoing analysis are reviewed at least quarterly and adjusted to 
reflect the impact of negotiations, settlements, rulings, advice of legal counsel and other information and events 
pertaining to a particular matter. Based on information currently available, available insurance coverage and 
established reserves, the Company believes that the outcomes of its legal and regulatory proceedings are not 
likely, either individually or in the aggregate, to have a material adverse effect on the Company’s results of 
operations, cash flows or its consolidated financial condition. However, in the event of unexpected subsequent 
developments and given the inherent unpredictability of these legal and regulatory matters, the Company can 
provide no assurance that its assessment of any claim, dispute, regulatory examination or investigation or other 
legal matter will reflect the ultimate outcome and an adverse outcome in certain matters could, from time to time, 
have a material adverse effect on the Company’s results of operations or cash flows in particular quarterly or 
annual periods. 


In re Virtus Investment Partners, Inc. Securities Litigation; formerly Tom Cummins v. Virtus Investment Partners 
Inc. et al 


On February 20, 2015, a putative class action complaint alleging violations of certain provisions of the 
federal securities laws was filed by an individual shareholder against the Company and certain of the Company’s 
current officers (the ““defendants’’) in the United States District Court for the Southern District of New York (the 
“Court’”). On April 21, 2015, three plaintiffs, including the original plaintiff, filed motions to be appointed lead 
plaintiffs and, on June 9, 2015, the Court appointed Arkansas Teachers Retirement System lead plaintiff. On 
August 21, 2015, the plaintiff filed a Consolidated Class Action Complaint (the “Consolidated Complaint’) 
amending the originally filed complaint, which was purportedly filed on behalf of all purchasers of the 
Company’s common stock between January 25, 2013 and May 11, 2015 (the “Class Period’). The Consolidated 
Complaint alleges that, during the Class Period, the defendants disseminated materially false and misleading 
statements and concealed material adverse facts relating to certain funds formerly subadvised by F-Squared 
Investments Inc. (“F-Squared”). The Consolidated Complaint alleges claims under Sections 10(b) and 20(a) of 
the Exchange Act, and Rule 10b-5. The plaintiff seeks to recover unspecified damages. A motion to dismiss the 
Consolidated Complaint was filed on behalf of the Company and the other defendants on October 21, 2015. On 
July 1, 2016, the Court entered an opinion and order granting in part, and denying in part, the motion to dismiss, 
narrowing Plaintiff's claims under Sections 10(b) and 20(a) of the Exchange Act and dismissing one of the 
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defendants from the suit. The remaining defendants’ Answer to the Consolidated Complaint was filed on 
August 5, 2016. The parties are briefing Plaintiff's motion for class certification, and oral argument on class 
certification will be held on March 3, 2017. The Company believes that the suit is without merit and intends to 
defend it vigorously. The Company believes that there is not a material loss that is probable and reasonably 
estimable related to this claim. 


Mark Youngers v. Virtus Investment Partners, Inc. et al 


On May 8, 2015, a putative class action complaint alleging violations of certain provisions of the federal 
securities laws was filed in the United States District Court for the Central District of California (the “District 
Court’) by an individual who alleges he is a former shareholder of one of the Virtus mutual funds formerly 
subadvised by F-Squared and formerly known as the AlphaSector Funds. The complaint alleges claims against 
the Company, certain of the Company’s officers and affiliates, and certain other parties (the “defendants”’). The 
complaint was purportedly filed on behalf of purchasers of the AlphaSector Funds between May 8, 2010 and 
December 22, 2014, inclusive (the “Class Period”). The complaint alleges that, during the Class Period, the 
defendants disseminated materially false and misleading statements and concealed or omitted material facts 
necessary to make the statements made not misleading. On June 7, 2015, a group of three individuals, including 
the original plaintiff, filed a motion to be appointed lead plaintiff, and on July 27, 2015, the District Court 
appointed movants as lead plaintiff. On October 1, 2015, the plaintiffs filed a First Amended Class Action 
Complaint which, among other things, added a derivative claim for breach of fiduciary duty on behalf of Virtus 
Opportunities Trust. On October 19, 2015, the District Court entered an order transferring the action to the 
Southern District of New York (the “Court’”). On January 4, 2016, the Plaintiffs filed a Second Amended 
Complaint. A motion to dismiss was filed on behalf of the Company and affiliated defendants on February 1, 
2016. On July 1, 2016, the Court entered an opinion and order granting in part, and denying in part, the motion to 
dismiss. The Court dismissed four causes of action entirely and a fifth cause of action with respect to a portion of 
the Class Period. The Court also dismissed all claims against ten defendants named in the Complaint. The Court 
held that the Plaintiffs may pursue certain securities claims under Sections 10(b) and 20(a) of the Exchange Act 
and Section 12 of the Securities Act of 1933. The remaining defendants filed an Answer to the Second Amended 
Complaint on August 5, 2016. A Stipulation of Voluntary Dismissal of the claim under Section 12 of the 
Securities Act was filed on September 15, 2016. The defendants filed a motion to certify an interlocutory appeal 
of the July 1, 2016 order to the Court of Appeals for the Second Circuit on August 26, 2016. The motion was 
denied on January 6, 2017. The parties are briefing Plaintiff’s motion for class certification, and oral argument on 
class certification will be held on March 3, 2017. The Company believes that the suit has no basis in law or fact 
and intends to defend it vigorously. The Company believes that there is not a material loss that is probable and 
reasonably estimable related to this claim. 


Item 4. Mine Safety Disclosures. 


Not applicable. 
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PART II 


Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of 
Equity Securities. 


Our common stock is traded on the NASDAQ Global Market under the trading symbol “VRTS.” As of 
February 9, 2017, we had 6,819,003 shares of our common stock outstanding that were held by approximately 
57,865 holders of record. The table below sets forth the quarterly high and low sales prices of our common stock 
on the NASDAQ Global Market, and the amount of dividends declared, for each quarter in the last two fiscal 
years. 


Year Ended Year Ended 
December 31, 2016 December 31, 2015 
Quarter Ended High Low Declared High Low Declared 
First Quarter ........... 00.00. c eee ee eee eee $120.09 $73.33 $0.45 $171.00 $126.94 $0.45 
Second Quarter... 0.0.0.0... ccc cc cece ee eee $ 83.57 $66.12 $0.45 $147.77 $113.47 — $0.45 
Third Quarter ..............0. 0000. cece eee $104.73 $69.78 $0.45 $134.78 $ 97.37 $0.45 
Fourth Quarter i034. goa gi dena ie pean dese’ $128.10 $92.80 $0.45 $141.97 $ 94.52 $0.45 


On February 15, 2017, our board of directors declared a quarterly cash dividend of $0.45 per common share 
to be paid on May 10, 2017 to shareholders of record at the close of business on April 28, 2017 and a $1.8125 
dividend per share on our mandatory convertible preferred stock, to be paid on May 1, 2017 to shareholders of 
record at the close of business on April 15, 2017. 


There have been no non-cash dividends on our common stock with respect to the periods presented. In 
making decisions regarding our quarterly dividend, we consider general economic and business conditions, our 
strategic plans and prospects, our businesses and investment opportunities, our financial condition and operating 
results, working capital requirements and anticipated cash needs, contractual restrictions (including under the 
terms of the mandatory convertible preferred stock that we issued on February 1, 2017) and obligations, legal, 
tax, regulatory and other restrictions that may have implications on the payment of distributions by us to our 
common shareholders or by our subsidiaries to us, and such other factors as we may deem relevant. We cannot 
assure you that any distributions, whether quarterly or otherwise, will be paid. 


Our ability to pay dividends in excess of our current quarterly dividend will be subject to restrictions under 
the terms of the indebtedness contemplated by the debt commitment letter. See Item 7. Management’s Discussion 
and Analysis of Financial Condition and Results of Operations for further discussion of the mandatory 
convertible preferred stock that we issued February |, 2017 and the debt commitment letter entered into in 
connection with our agreement to acquire RidgeWorth Investments. 


Issuer Purchases of Equity Securities 


As of December 31, 2016, 3,430,045 shares of our common stock have been authorized to be repurchased 
under a share repurchase program approved by our Board of Directors, and 200,000 shares remain available for 
repurchase. Under the terms of the program, we may repurchase shares of our common stock from time to time at 
our discretion through open market repurchases, privately negotiated transactions and/or other mechanisms, 
depending on price and prevailing market and business conditions. The program, which has no specified term, 
may be suspended or terminated at any time. 


During the year ended December 31, 2016, we repurchased a total of 2,572,417 common shares for 
approximately $233.7 million, under board approved repurchases which included the repurchase of 1,727,746 
shares from the Bank of Montreal Holdings Inc. (“BMO”) on October 27, 2016 and the repurchase of 556,516 
shares, representing 6.7% of our common stock outstanding, pursuant to a “modified Dutch Auction” tender 
offer. 
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The following table sets forth information regarding our share repurchases in each month during the quarter 
ended December 31, 2016: 


Total number of Maximum number of 


shares repurchased shares that may 
as part of publicly yet be repurchased 
Total number of Average price announced plans under the plans 
Month shares repurchased _ paid per share (1) or programs or programs (2) 
October 1—31, 2016 ............ 1,727,746 $93.50 1,727,746 200,000 
November 1—30, 2016 .......... — — 200,000 
December 1—31, 2016........... — — 200,000 
WObAL sesates eegreaciete. ee Pent ess 1,727,746 1,727,746 


(1) Average price paid per share is calculated on a settlement basis and excludes commissions. 
(2) The share repurchases above were completed pursuant to a program commenced on October 14, 2010 and 
most recently expanded on October 27, 2016. This repurchase program is not subject to an expiration date. 


There were no unregistered sales of equity securities during the period covered by this Annual Report. 
Shares of our common stock purchased by participants in our Employee Stock Purchase Plan were delivered to 
participant accounts via open market purchases at fair value by the third-party administrator under the plan. We 
do not reserve shares for this plan or discount the purchase price of the shares. 
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Item 6. Selected Financial Data. 


The following table sets forth our selected consolidated financial and other data at the dates and for the 
periods indicated. The selected financial data should be read in conjunction with “Management’s Discussion and 
Analysis of Financial Condition and Results of Operations” and our consolidated financial statements and the 
notes thereto appearing elsewhere in this Annual Report on Form 10-K. 


($ in thousands, except per share data) 


Results of Operations 


REVENUES 5. 6.353 Sick d bees dtebetatd 
Operating expenses .....................0000. 
Operating income ............ 0.00.00 .0 0000008 
INCOME tax: EXPENSE: 2, c20dss2cleve chandeseaad 
INetINCOMIG:: 4250.02) 52630 bed dba den tate eiias 
Net income attributable to common stockholders .... 
Earnings per share—basic .............0000 000) 
Earnings per share—diluted ...................0. 
Cash dividends declared per share ............... 


Balance Sheet Data 


Cash and cash equivalents ..................0.. 
Investment: 2.05.6 2.0 eet Maree ae, eS NS 


Investments of consolidated sponsored investment 


products: oy .a%acethcbed eta tea bssa tt! 
Investments of consolidated investment product .... 
Goodwill and other intangible assets, net ......... 
"T Otal ASSEUS isis. css:sce-cutay aigtaig alanann Satie athe ok aedvasne’ 


DOD 23 beds yds Ragweed ad std sedated 
Debt of consolidated investment product .......... 
Notes payable of consolidated investment product ... 
Total babies: 22.5255 Foes ea ey Stietedane es 
Redeemable noncontrolling interests ............. 
Total €Quity S$ issitd ecu ead eae ate goe0l bes Saens 


($ in millions) 


Assets Under Management 


Total assets under management ................. 


2016 (1) 


2012 (2) 


$ 


322,554 
271,740 
50,814 
21,044 
48,763 
48,502 


Years Ended December 31, 

2015 (1) 2014 (1) 2013 (2) 
$381,977 $450,598 $389,215 
301,599 319,878 275,711 
80,378 130,720 113,504 
36,972 39,349 44,778 
30,671 96,965 77,130 
35,106 97,700 75,190 
3.99 10.75 9.18 
3.92 10.51 8.92 

1.80 1.35 — 

As of December 31, 
2015 (1) 2014 (2) 2013 (2) 


$280,086 
219,641 
60,445 
27,030 
37,773 
37,608 
4.87 
4.66 


2012 (2) 


$ 64,588 


89,371 


142,075 
346,967 
45,215 
824,388 
47,885 
30,000 
328,761 
465,449 
37,266 
321,673 


$ 87,574 $202,847 $271,014 


56,738 63,448 
323,335 236,652 
199,485 — 

47,588 47,043 
859,729 = 698,773 

49,617 54,815 
152,597 — 
276,408 112,350 

73,864 23,071 
509,457 = 563,352 

As of December 31, 

2015 2014 


37,258 


139,054 
49,893 
644,954 
53,140 


109,900 
42,186 
492,868 


$ 63,432 
18,433 


43,227 
53,971 
332,749 
41,252 
15,000 


$ 45,366 $ 47,385 $ 56,702 $ 57,740 $ 45,537 


(1) Derived from audited consolidated financial statements included elsewhere in this Annual Report on 


Form 10-K. 


(2) Derived from audited consolidated financial statements not included in this Annual Report on Form 10-K. 
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Item 7. _Management’s Discussion and Analysis of Financial Condition and Results of Operations. 
Overview 
Our Business 


We are a provider of investment management and related services to individuals and institutions. We use a 
multi-manager, multi-style approach, offering investment strategies from affiliated managers and unaffiliated 
subadvisers, each having its own distinct investment style, autonomous investment process and individual brand. 
By offering a broad array of products, we believe we can appeal to a greater number of investors, which allows 
us to have offerings across market cycles through changes in investor preferences. Our earnings are primarily 
driven by asset-based fees charged for services relating to these various products including investment 
management, fund administration, distribution and shareholder services. 


We offer investment strategies for individual and institutional investors in different product structures and 
through multiple distribution channels. Our investment strategies are available in a diverse range of styles and 
disciplines, managed by a collection of boutique investment managers, both affiliated and unaffiliated. We have 
offerings in various asset classes (domestic and international equity, fixed income and alternative), in all market 
capitalizations (large, mid and small), in different styles (growth, blend and value) and with various investment 
approaches (fundamental, quantitative and thematic). Our retail products include open-end mutual funds, 
closed-end funds, exchange traded funds (“ETFs”), variable insurance funds, Undertakings for Collective 
Investments in Transferable Securities (“UCITS”), and separately managed accounts. We also offer certain of our 
investment strategies to institutional clients. 


We distribute our open-end funds and exchange traded funds principally through financial intermediaries. 
We have broad distribution access in the retail market, with distribution partners that include national and 
regional broker-dealers, independent broker-dealers and registered investment advisors, banks and insurance 
companies. In many of these firms, we have a number of products that are on firms’ preferred “recommended” 
lists and on fee-based advisory programs. Our sales efforts are supported by regional sales professionals, a 
national account relationship group and separate teams for exchange traded funds, our retirement and insurance 
products. 


Our separately managed accounts are distributed through financial intermediaries and directly by teams at 
one of our affiliated managers. Our institutional distribution strategy is an affiliate-centric and coordinated 
model. Through relationships with consultants, our affiliates target key market segments, including foundations 
and endowments, corporate, public and private pension plans and unaffiliated subadvised mutual funds. 


Market Developments 


In 2016, the global equity markets increased in value as evidenced by the MSCI World Index ending the 
year at 1,753 as compared to 1,663 at the start of the year, an increase of 5.4%. The major U.S. equity indexes 
also increased during 2016, with the Dow Jones Industrial Average ending the year at 19,763, from 17,425 at the 
beginning of the year, an increase of 13.4%, and the Standard & Poor’s 500 Index increased by 9.5% ending the 
year at 2,239 from 2,044 at the beginning of the year. The major U.S. bond index, the Barclays U.S. Aggregate 
Bond Index, increased 2.6% in 2016 ending the year at 1,976 compared to 1,925 at the beginning of the year. 


The financial markets have had and are likely to continue to have a significant impact on asset flows and the 
value of our assets under management. The capital and financial markets could experience fluctuation, volatility 
and declines, as they have in the past, which could impact relative investment returns and asset flows among 
investment products as well as investor choices and preferences among investment products, including equity, 
fixed income and alternative products. 
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Financial Highlights 


¢ Net income per diluted share was $6.20 in 2016, up $2.28 or 58.2% from $3.92 per diluted share in 
2015. 


¢ Total sales (inflows) were $10.9 billion in 2016 compared with $12.7 billion in 2015. Net outflows 
were $4.7 billion in 2016 compared with $6.3 billion in 2015. 


e Assets under management were $45.4 billion at December 31, 2016 compared to $47.4 billion at 
December 31, 2015. 


Agreement to Acquire Ridge Worth Investments 


On December 16, 2016, we entered into an agreement to acquire RidgeWorth Investments (“RidgeWorth’’) 
(the “Proposed Acquisition”), a multi-boutique asset management firm with $40.2 billion (as of December 31, 
2016) in assets managed by affiliated investment managers and unaffiliated subadvisers. Under the agreement, a 
wholly owned subsidiary will (subject to the satisfaction or waiver of the closing conditions in the merger 
agreement) “merge” with and into RidgeWorth with RidgeWorth continuing as the surviving company and 
becoming our wholly owned subsidiary. 


The purchase price for the Proposed Acquisition equals (x) $472.0 million, plus (y) the fair market value of 
certain investments at the effective time of the Proposed Acquisition (the “Closing”), with the final purchase 
price subject to adjustments for working capital and client consents. The Proposed Acquisition is expected to 
close in mid-2017; however, there can be no assurance that the Proposed Acquisition will close, or if it does, 
when the Closing will occur. 


RidgeWorth’s Business 


RidgeWorth provides a variety of fixed income and equity strategies to institutional and individual clients 
through separate accounts, retirement plan investment options and mutual funds. RidgeWorth’s wholly owned 
affiliates are: 


¢ Seix Investment Advisors, which manages $27.6 billion (as of December 31, 2016) in fixed income 
through an investment grade team focused on high-quality securities and a leveraged finance team 
focused on leveraged loans and high-yield credit strategies. 


¢ Ceredex Value Advisors, which manages $10.8 billion (as of December 31, 2016) for institutions, 
endowments, foundations and high-net-worth investors using a traditional value style across all market 
cap ranges. 


¢ Silvant Capital Management, which manages $1.3 billion (as of December 31, 2016), primarily in the 
large-cap growth style for institutional clients. 


RidgeWorth also has a minority ownership interest in Zevenbergen Capital Investments, a growth equity 
boutique that is a subadviser to a RidgeWorth mutual fund. Two unaffiliated investment managers, WCM 
Investment Management and Capital Innovations, also serve as subadvisers to certain RidgeWorth funds. 


Although the Company expects that the Proposed Acquisition will result in benefits to the Company, the 
Company may not realize those benefits because of integration difficulties and other challenges. See Item 1A of 
this Annual Report on Form 10-K “Risk Factors” for further discussion of the risks related to the Proposed 
Acquisition. 
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Assets Under Management 


At December 31, 2016, we managed $45.4 billion in total assets, representing a decrease of $2.0 billion, or 
4.3%, from the $47.4 billion managed at December 31, 2015. The decrease in assets under management was 
primarily due to net outflows of $4.7 billion partially offset by market appreciation of $3.2 billion and 
$0.5 billion of open-end and closed-end mutual fund distributions, net of reinvestments. Approximately 
$3.4 billion, or 72.3%, of the $4.7 billion in net outflows during the year ended December 31, 2016 were from 
the Virtus Emerging Markets Opportunities fund (“Emerging Markets Opportunities Fund”) which, during the 
first half of 2016, had an organizational change at the fund’s subadvisor. The Emerging Markets Opportunities 
Fund experienced net outflows of $3.2 billion in the first half of 2016, following the organizational change, and 
during the second half of 2016, the fund experienced modest net outflows of $0.2 billion. At December 31, 2016, 
assets under management in the Emerging Markets Opportunities Fund were $6.5 billion. 


Assets under management for our open-end funds were $23.4 billion at December 31, 2016, a decrease of 
$5.5 billion, or 18.9%, from $28.9 billion at December 31, 2015. Average assets under management for all 
products, which generally correspond to our fee-earning asset levels, decreased by $7.0 billion, or 13.4%, to 
$45.3 billion for the year ended December 31, 2016, from $52.3 billion for the year ended December 31, 2015 
for the same reasons discussed above regarding total assets under management. 


Certain mutual funds employ the use of leverage as part of their investment strategies. The addition or 
reduction of leverage will increase or decrease our assets under management, as the proceeds from the use of 
leverage are invested in accordance with the funds’ investment strategies. For the periods ended December 31, 
2016, 2015 and 2014, we had assets under management from the use of leverage of $1.9 billion, $1.6 billion and 
$1.8 billion, respectively, which represents 4.1%, 3.5% and 3.3% of our total assets under management, 
respectively. 


The changes in our assets under management may also be affected by the factors discussed in Item 1A of 
this Annual Report on Form 10-K “Risk Factors”. 
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Investment Performance 


The following table presents the 3-year average return by open-end fund and its 3-year benchmark index 
return as of December 31, 2016. Also presented below each fund is its Lipper Peer Group and its 3-year ranking 


within that peer group. 


Fund Type/Name 


Open-End Funds 
Alternatives 
Virtus Real Estate Securities Fund 


Virtus Global Real Estate Securities 
Fund 


Virtus International Real Estate 
Securities Fund 


Asset Allocation 
Virtus Strategic Allocation Fund 


Virtus Tactical Allocation Fund 


Virtus Multi-Asset Trend Fund 


Equity 
Virtus Equity Trend Fund 


Virtus Small-Cap Sustainable Growth 
Fund 


Virtus Small-Cap Core Fund 

Virtus Strategic Growth Fund 
Virtus Sector Trend Fund 
Virtus Quality Small-Cap Fund 


Virtus Contrarian Value Fund 


Virtus Enhanced Core Equity Fund .... 


Virtus Mid-Cap Growth Fund 


Virtus Wealth Masters Fund......... 


Virtus Mid-Cap Core Fund 


Virtus Quality Large-Cap Value 
Fund 


Virtus Low Volatility Equity Fund .... 


Assets 


($ in millions) 


$ 1,086.8 


137.6 


115.6 


749.6 


527.3 
414.7 
396.7 
356.2 
324.1 
201.5 
167.7 

82.6 

77.3 


65.1 


63.8 


2.6 


Benchmark Index 
Lipper Peer Group 


FTSE NAREIT Equity REITs Index 
Real Estate Funds 
FTSE EPRA NAREIT Developed 
Rental Index 
Global Real Estate Funds 
Global Infrastructure Linked 
Benchmark (4) 

Global Infrastructure Funds 
60% MSCI AC World Index (net) / 
40% Bloomberg Barclays U.S. 
Aggregate 
Flexible Portfolio Funds 
FTSE EPRA/NAREIT Developed 
Rental ex US Index (net) 
International Real Estate Funds 


Strategic Allocation Fund Linked 
Benchmark (5) 
Mixed-Asset Target Allocation 
Moderate Funds 
Tactical Allocation Fund Linked 
Benchmark (6) 
Mixed-Asset Target Allocation 
Moderate Funds 


Dow Jones Global Moderate Portfolio 
Index 
Flexible Portfolio Funds 


S&P 500® Index 
Large-Cap Core Funds 


Russell 2000® Growth Index 
Small-Cap Growth Funds 
Russell 2000® Index 
Small-Cap Growth Funds 


Russell 1000® Growth Index 
Large-Cap Growth Funds 
S&P 500® Index 
Large-Cap Core Funds 
Russell 2000® Value Index 
Small-Cap Growth Funds 


Russell Midcap® Value Index 
Multi-Cap Value Funds 


S&P 500® Index 
Large-Cap Core Funds 


Russell Midcap® Growth Index 
Mid-Cap Growth Funds 


S&P 500® Index 
Mid-Cap Core Funds 


Russell Midcap® Index 
Mid-Cap Growth Funds 


Russell 1000® Value Index 
Large-Cap Core Funds 


S&P 500® Index 
Large-Cap Core Funds 
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3-Year: 
Average Return (1) 


Peer Group Ranking (2) 


(%) 


12.96 
22 


9.28 
2 


3.09 
46 


6.06 
4 


3-Year 
Benchmark Index 
Return (3) 
(%) 


13.38 
8.49 


2.39 


3.26 


3.48 


6.27 


5.92 


3.87 


8.87 


5.05 
6.74 
8.55 
8.87 
8.31 
9.45 
8.87 
6.23 
8.87 


7.92 


8.59 


8.87 


3-Year: 3-Year 


Benchmark Index Average Return (1) Benchmark Index 
Fund Type/Name Assets Lipper Peer Group Peer Group Ranking (2) Return (3) 
($ in millions) (%) (%) 
Fixed Income 
Virtus Multi-Sector Short Term Bond BofA Merrill Lynch 1-3 Year A-BBB 
PIs il cgvgeden 49 ce Dyce awed ee toek 6,941.4 Corporate Index 2.34 1.60 
Short-Intermediate Investment Grade 
Debt Funds 7 
Virtus Senior Floating Rate Fund...... 568.9 S&P/LSTA Leveraged Loan Index 2.97 3.58 
Loan Participation Funds 42 
Virtus Low Duration Income Fund .... 367.2 Bloomberg Barclays U.S. Intermediate 
Government/Credit Bond Index 1.97 2.09 
Short Investment Grade Debt Funds 3 
Virtus Multi-Sector Intermediate Bond Bloomberg Barclays U.S. Aggregate 
BUG dace tea snes e.praaom ere aeeare atanacs 296.1 Bond Index 3.46 3.03 
Multi-Sector Income Funds 30 
Virtus Tax-Exempt Bond Fund ....... 172.3 Virtus Tax-Exempt Bond Fund Linked 
Benchmark (7) 3.54 3:55 
General & Insured Municipal Debt 
Funds 78 
Virtus High Yield Fund ............. 72.4 Bloomberg Barclays U.S. High-Yield 
2% Issuer Capped Bond Index 3.94 4.67 
High Yield Funds 30 
Virtus Bond Fund .................. 71.1 Bloomberg Barclays U.S. Aggregate 
Bond Index 2.61 3.03 
Core Plus Bond Funds 64 
Virtus Emerging Markets Debt Fund .. . 31.5 JP Morgan EMBI Global Diversified 
Index 3:23) 6.19 
Emerging Markets Hard Currency 
Debt Funds 33: 
Virtus CA Tax-Exempt Bond Fund .... 28.8 Bloomberg Barclays California 
Municipal Bond Index 4.46 4.36 
California Municipal Debt Funds 72 
International/Global 
Virtus Emerging Markets Opportunities 
UNG: os. ner icicea a oN Ack once tae p ache kee 6,469.4 MSCI Emerging Markets Index (net) (0.70) (2.55) 
Emerging Market Funds Il 
Virtus Foreign Opportunities Fund .... 1,250.5 MSCI EAFE® Index (net) 0.54 (1.60) 
International Large-Cap Growth 5 
Virtus Global Opportunities Fund ..... 175.0 MSCI AC World Index (net) 5.07 a3 
Global Large-Cap Growth 9 
Virtus International Small-Cap Fund .. . 52.1 MSCI AC World Ex U.S. Small Cap 
Index (net) 5.16 0.76 
International Small/Mid-Cap Growth I 


Virtus Emerging Markets Equity 


Income Fund . 040.400.0000 een es 26.1 MSCI Emerging Markets Index (net) (3.27) (2.55) 
Emerging Markets Funds 59 
Virtus Greater European Opportunities 
PRTG 5, 5c. ssc cseh see tustss's baw avin getine ha aed 18.3 MSCI Europe Index (net) (1.20) (3.17) 
European Region Funds 19 
Virtus Global Equity Trend Fund...... 18.2 MSCI AC World Index (net) (5.14) 3:13 
Global Multi-Cap Growth 99 
Virtus Emerging Markets Small Cap MSCI Emerging Markets Small Cap 
UNG! ioc. see sisnace et. nie tain agents 5.4 Index (net) (0.86) (1.27) 
Emerging Markets Funds 13 
Virtus International Equity Fund ...... 4.2 MSCI EAFE® Index (net) (2.43) (1.60) 
International Large-Cap Growth 68 
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3-Year: 3-Year 


Benchmark Index Average Return (1) Benchmark Index 

Fund Type/Name Assets Lipper Peer Group Peer Group Ranking (2) Return (3) 

($ in millions) (%) (%) 
Variable Insurance Funds 
Virtus Capital Growth Series ......... 185.6 Russell 1000® Growth Index 6.57 8.55 
Multi-Cap Growth Funds 21 
Virtus International Series ........... 178.0 MSCI EAFE® Index (net) (5.41) (1.60) 
International Large-Cap Growth 100 
Virtus Multi-Sector Fixed Income Bloomberg Barclays U.S. Aggregate 
DETIES 2 these dc ieaonhrs iCute 4 dears 126.1 Bond Index 3.22 3.03 
General Bond Funds 41 
Virtus Enhanced Core Equity Series ... 104.6 S&P 500® Index 3.00 8.87 
Multi-Cap Core Funds 85 
Virtus Small-Cap Value Series ........ 95.0 Russell 2000® Value Index 8.32 8.31 
Small-Cap Growth Funds 5 
Virtus Strategic Allocation Series ..... 93.1 Strategic Allocation Series Linked 
Benchmark 0.85 6.27 
Mixed-Asset Target Allocation 
Moderate Funds 97 
Virtus Real Estate Securities Series .... 81.4 FITSE NAREIT Equity REITs Index 12.91 13.38 
Real Estate Funds 27 
Virtus Small-Cap Growth Series ...... 63.4 Russell 2000® Growth Index 10.20 5.05 
Small-Cap Growth Funds 2 
Virtus Equity Trend Series ........... 4.6 S&P 500® Index (2.81) 8.87 
Multi-Cap Core Funds 100 
All other funds (8) 0.1.0... 00 0.00 336.8 
$  23,432.8 

(1) Represents average annual total return performance of the largest share class as measured by net assets for 
which performance data is available. Performance shown does not include the effect of applicable sales 
charges. Had sales charges been reflected, performance would be lower than shown above. 

(2) Represents the peer ranking of the fund’s average annual total return according to Lipper. Fund returns are 
reported net of fees and are of the largest share class as measured by net assets. 

(3) Represents the average annual total return of the fund compared to the benchmark index. Fund returns are 
reported net of fees and are of the largest share class as measured by net assets. Benchmark indices are 
unmanaged, their returns do not reflect any fees, expenses, or sales charges and they are not available for 
direct investment. 

(4) The Global Infrastructure Linked Benchmark consists of the FTSE Developed Core Infrastructure 50/50 
Index (net). Performance of the Global Infrastructure Linked Benchmark prior to October 1, 2016 consisted 
of the MSCI World Infrastructure Sector Capped Index. 

(5) The Strategic Allocation Fund Linked Benchmark consists of 45% Russell 1000® Growth Index, 15% MSCI 
EAFE® Index, and 40% Barclays U.S. Aggregate Bond Index. Performance of the Strategic Allocation Fund 
Linked Benchmark prior to September 7, 2016 consisted of 60% S&P 500® Index and 40% Barclays U.S. 
Aggregate Bond Index. 

(6) The Tactical Allocation Fund Linked Benchmark consists of 45% Russell 1000® Growth Index, 15% MSCI 
EAFE® Index, and 40% Barclays U.S. Aggregate Bond Index. Performance of the Tactical Allocation Fund 
Linked Benchmark prior to September 7, 2016 consisted of 50% S&P 500® Index and 50% Barclays U.S. 
Aggregate Bond Index. 

(7) The Virtus Tax-Exempt Bond Linked Benchmark consists of the Bank of America Merrill Lynch 1-22 Year 
U.S. Municipal Securities Index, a subset of the Bank of America Merrill Lynch U.S. Municipal Securities 
Index. 

(8) Represents all funds that do not yet have a 3-year average return based on its inception date. 


Past performance does not guarantee future results. Investment return and principal value will fluctuate so 


that shares, when redeemed, may be worth more or less than their original cost. 
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Operating Results 


In 2016, total revenues decreased 15.6% or $59.4 million to $322.6 million from $382.0 million in 2015 
primarily as a result of a decrease in average assets under management. Operating income decreased by 36.8% or 
$29.6 million from $80.4 million in 2015 to $50.8 million in 2016, primarily due to decreased revenues driven by 
lower levels of average assets under management offset by lower operating expenses associated with the 
decreased revenues discussed above. 


Assets Under Management by Product 


The following table summarizes our assets under management by product: 


As of December 31, Change 
2016 vs. 2015 vs. 
2016 2015 2014 2015 % 2014 % 
($ in millions) 
Fund assets 
Open-end funds (1) ........ $23,432.8 $28,882.1 $37,514.2 $(5,449.3) (18.9)% $(8,632.1) (23.0)% 
Closed-end funds .......... 6,757.4 6,222.3 7,581.4 535.1 8.6% (1,359.1) (17.9)% 
Exchange traded funds ..... 596.8 340.8 — 256.0 75.1% 340.8 100.0% 
Total fund assets .............. 30,787.0 35,445.2  45,095.6 (4,658.2) (13.1)% (9,650.4) (21.4)% 
Separately managed 
accounts (2) ....... 2... eee 8,473.5 6,784.4 6,884.8 1,689.1 24.9% (100.4) (1.5)% 
Total retail assets .............. 39,260.5 42,229.6 51,980.4 (2,969.1) (7.0)% (9,750.8) (18.8)% 
Total institutional accounts (2)... 6,105.8 = 5,155.7 4,722.0 950.1 18.4% 433.7 9.2% 
Total Assets Under 
Management .............. $45,366.3 $47,385.3 $56,702.4 $(2,019.0)  (4.3)% $(9,317.1) (16.4)% 
Average Assets Under 
Management .............. $45,325.2 $52,310.5 $59,122.1 $(6,985.3) (13.4)% $(6,811.6) (11.5)% 


(1) Includes assets under management of open-end mutual funds, UCITS and variable insurance funds. 
(2) Includes assets under management related to option strategies and structured products. 
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Asset Flows by Product 
The following table summarizes our asset flows by product for the periods indicated: 


($ in millions) 


December 31, 


2016 2015 2014 
Open-End Funds (1) 
Besinming balances girs ececdeacesadare, fiasouat a itoted ountenth inserelatcdy dina. eat bagiovarn ate dopuntalagiateaonney genes $ 28,882.1 $37,514.2 $ 37,679.5 
TIAPLOWS) ssissinc eins s.i2s—. wodrrgesuidats woe gis duie ohahedlby Fubrsine) bubulerenahecbn othe “aids subtler whet syle one aves onbule emehb-aniirer neal aden 7,070.1 10,046.8 12,733.7 
OUtfOWS 00. eee cece eee cece eee eebeeeeetetrnebetetettrrenbereees (13,117.7) (17,010.5) — (13,428.1) 
INEtHLOWS' ysncsigtays. 4 ase e nana acinn oda te aleohewnins Havel lnnaenuind dceareinie dima a daasoeleleaimans (6,047.6) (6,963.7) (694.4) 
Market pertoriman ce: 2s. issiescaieds «seus deo bs setng gedie. lane: diets ac baanbaeas nissneh deel sangeet Hane ena a eS 898.7 (1,511.5) 1,297.2 
TS Dot occa te eges acer ease diab tee seercss nl otistntats eects eget adenst tue Catania ta cdes delete ter agate née getoens (300.4) (156.9) (768.1) 
Ending balances 6 .3.5.0..ccnen ack baleanedin.s iad Se aeanwad ted aekewhadachaeaaagmns $ 23,432.8 $ 28,882.1 $ 37,514.2 
Closed-End Funds 
Beginning balaiice 6h swathed Ae oad hd tote hatin hnd Acad dell dnd andl eiackant Mabie $ 6,222.3 $ 7,581.4 $ 6,499.6 
WAHT WES ce yi ho Sse, sh epg aed ufos apap droga Na Sa ade ag Coe pb God Zo. Shwe asle Ooragune Ato ay loon aple ares. — — 493.8 
OuUtOWS acdsee k ayia Leniekd tac else Meligiiehedeb Reda ad tube keliseakadat nace ¢ (103.3) — — 
INC TW Saket cia Bc ete astern Ri eay.sea dota aes Maen chi tart td A lenspe eters Deana ants eautaa eth Orca merteeatlcus tilucts, Reena ads (103.3) — 493.8 
Market pertorman Ceo. 2osdcnitiiarsntare ciate Read aetna Sakeow aia ye ede Tae Mea aoa eae ROS ANS 794.9 (811.9) 799.3 
MEE CY Sercacticce tik Mts atecassearios ta ctteldoraeeecseeroum eth atl tecrssyuciuntachael ov eaeeesssceontetacael natn accuse (156.5) (547.2) (211.3) 
Ending balances. sii ccewayd da mare pcatond Sedans waa BE ue Hae deuceah Sreaisonsicearany $ 6,757.4 $ 6,222.3 $ 7,581.4 
Exchange Traded Funds 
Beginning balance: goy.i6 paca gawig.d aaienw gia d aice dad then d pared dawns ga. ane deh keane eee bears $ 340.8 $ — § ~- 
WD O WIS 5 sce. Bechsestydece teats eter toc Pulse atta ay eNgbectO ed bcife Sete eoeloh Byles dbacleuneta ts sane ecto dleute lacte Beau a Beas 382.8 342.8 — 
UNF OWS S355 ices Boar enditee Robe dh tick ue wg BS Rote Boies Bae RR Re a ek HAN ana ae Bae eek Rendle ow Moai eats (124.8) (49.0) - 
INGtHlOWSo..c.05 ee aaah dota ke alene hada Ret tase babi d ase hand ald ih toadchde eae 258.0 293.8 — 
Market performance iyo. assassin d aie sd aohoapaicecstnih & a pd piaea avere nih d aire duanibeaauacten a & atcadeoatn asain 20.3 (27.9) — 
(0) vYes 3 ©) an a a a ES a ee ne ne ae (22.3) 74.9 _ 
Boring alan 5 2 8 ecstasy tn x cscs obese icedees ony aa hobes buss seatauni te My haaea bear dtedonce na du babes bani sBeatauni eit $ 5968 $ 3408 $ _— 
Money Market Funds 
Beginning balance’ ogi. cisonsena nie eaaee sodey seed id nsw aeedw gaia Mim erdeasl bode ead, Maes eRe RE 6 $ — $ — $ 1,556.6 
OURS (2), 5. seston sedirerAigbenseSbieodaiisoalih th Reshe- dich ieyezeoua athe eld Siti uggs AR, Beeld dis teidcecausl a Oh sesel oR testedtn-. — — (1,556.6) 
Boniding balance p55 s.is saci oin.g 4 ae beans paceyionnngs 8 ue conang 6 4 rstanigi& ae bvanb spaeiatanig S use csuangesa setamannk $ — $ — §$ — 
Separately Managed Accounts (3) 
Beginning balance: os... 05.snewins.g gue d.d watenw eee faeces daa hate gab naneidhd aalane gad ane dea ine ears $ 6,784.4 $ 6,884.8 $ 7,433.1 
WTAE OWS! esse, Psetisranete check ese avers heels e ten seins ta cletbain a vetats-Siacta beet eGiscbe estate ebeliss dente becs- Sets ebeuies tus s 1,825.5 1,291.9 1,333.6 
OU ail (0) ee a ee (1,156.9) (1,428.6) (2,244.8) 
NGtHOWS Hane cM id ct sond fap bolad cuted Soma Mant eck habe wala hada ey Rat sonk ee bate 668.6 (136.7) (911.2) 
Market perforti ance ius. isce.ssasesin & ate stustbvisysavecptandh & igasdeipibea saver ani ire duapgg eins av & abcedduanin’ ayabaee bed 1,023.5 70.7 355.5 
OME (DY daacel co socctopbeie ncterce a teNiaeel ab Ache Meee hon egbiniade dpe Haclbcalew duidit ded Aah Ratan eeieteyh ind (3.0) (34.4) TA 
Bonide alam no... side iestearson te hides obierets encanta du dcbes bint eatauni tee te Rlgca beside donceun th-hud cbesib te Beataun ee $ 8,473.5 $ 6,784.4 $ 6,884.8 
Institutional Accounts (3)(4) 
Beginning balance’ .ee.cicco seas, ne ee daee ede see Serge Cae aed Mid erdedel aide Hae Male eee Re $ 5,155.7 $ 4,722.0 $ 4,570.8 
WAV OWS sno ccesrascoses ty Rte te btegt arisen death, 2b ehh ce nda ecipets dade Bitbstinls tend raciount da dy Beason shel ibodiccnuns dts, Binlouk te sBpatipusl date 1,661.6 1,008.3 650.5 
PULL VS sss :5-Seearsays. feted pacseg secon crosads cig Src Peonsinc weeaaaoabeleveirgcanth & raxones ab Eee eand Soaracoeeabegtennaran & (1,109.6) (526.1) (743.0) 
INGE AOWS icc donced dntucaetrteart dnd: Ress kiteite Nosnatelnd Anaciteanaentnat, kotak Sodduattly sed aca Memieseinaa eat oe 552.0 482.2 (92.5) 
Market pertorman ce: 2 a.0i3is ce acce-quaitt tinea writ twtoa ache dst node mcd dvette-a oh Ge Sadi wok nid ad sio a atheeavesSoiwie sdvaioentn 432.7 46.2 389.2 
CO Tirta at 0) Penn ara eee en Rr a a a ee ee ae eee (34.6) (94.7) (145.5) 
Bridinig balance'.) econ diacet hone jucce thee eoasdctoeanccteiee dincarapictde Aneta leaden ckatshoamiamanaete dead $ 6,105.8 $ 5,155.7 $ 4,722.0 
Total 
Beginning balance 5.62% s.asacareaasod ddiganddvete quake dee bub setereniad Sag argrduetetngedadneaateanned $ 47,385.3 $56,702.4 $ 57,739.6 
WATE OWS sti. seit sedise eoceceegestencactoaeseest Ach Seaeslin Melk dei nad. Raveena grates Satter sididh Riedl hettede whelasacetensn att g 10,940.0 12,689.8 15,211.6 
OUtflOWS 200 e eee e eee e eee eeeeeeeeetetreebetttettrrenbneeees (15,612.3) (19,014.2) _(16,415.9) 
Net BOWS) cfc wires ceoh cece deere get Fane gece iene deeds b Roane Gs 9 Woe vel Rne gale Faroe ae eRe S (4,672.3) (6,324.4) (1,204.3) 
Market pertormance 2s. aieiedue 6 ates 95m wale aya Sidhe fume buels dea Oded a A eel reeds Semen aoals hea 3,170.1 (2,234.4) 2,841.2 
Otheri(2) vsond hi ncteesotie ewes Ree ed SOS Eee eRe Bee eee mene eee ES (516.8) (758.3) (2,674.1) 
Ending balance oe 3 cccennaed ean st bebe Lee SA AAS Bea eae a ee $ 45,366.3 $ 47,385.3  $ 56,702.4 


(1) Includes assets under management of open-end mutual funds, variable insurance funds and UCITS. 

(2) Represents open-end and closed-end mutual fund distributions, net of reinvestments, net flows of cash 
management strategies, net flows from non-sales related activities such as asset acquisitions/(dispositions), 
marketable securities investments/(withdrawals) and the impact on assets from the use of leverage 

(3) Includes assets under management related to option strategies. 

(4) Includes assets under management related to structured products. Effective April 1, 2016, the issuance/ 
(repayment) of structured product notes are reported as inflows/(outflows). Prior to April 1, 2016, all 
changes in structured product assets under management were reported as a component of Other. 


The following table summarizes our assets under management by asset class: 


December 31, Change 
2016 vs. 2015 ys. 
2016 2015 2014 2015 % 2014 % 
(8 in millions) — 
Asset Class 
QuILY: 2. 8sntehe Oana eo deiange $25,822.3 $28,314.9 $34,180.7 $(2,492.6) (8.8)% $(5,865.8) (17.2)% 
Fixed income .............. 15,523.6 15,115.6 16,681.6 408.0 2.7% (1,566.0) (9.4)% 
Alternatives (1) ............ 3,548.3 3,468.7 5,372.4 79.6 2.3% (1,903.7) (35.4)% 
Other (2) occ e eee ae ceases 472.1 486.1 467.7 (14.0) (2.9)% 18.4 3.9% 
(0 6: | ee $45,366.3 $47,385.3 $56,702.4 $(2,019.0) (4.3)% $(9,317.1) (16.4) % 


(1) Consists of long/short equity, real estate securities, master-limited partnerships and other. 
(2) Consists of option strategies. 


Average Assets Under Management and Average Fees Earned 


The following table summarizes average assets under management and the average management fee earned: 


December 31, 
Average Fee Earned Average Assets Under Management 

(expressed in basis points) ($ in millions) 

2016 =«2015.—S«2014. (s201G-—(tsti(i«éi S(t 
Products 
Open-End Funds (1) ............ 200: c eee eee 49.3 48.2 51.3 $25,551.7 $33,290.1 $39,620.3 
Closed-End Funds ............ 0.00000 eeeeeee 65.8 66.7 65.6 6,583.6 6,946.3 7,112.9 
Exchange Traded Funds....................0.. 314 236 — 406.3 179.3 — 
Money Market Funds.....................002. — — 1,060.1 
Separately Managed Accounts (2) ............... 54.3, 54.1 51.9 7,273.9 6,863.8 6,774.2 
Institutional Accounts (2) .............00 0000 38.0 349 35.5 5,509.7 5,031.0 4,554.6 

All Products: 6.00 ceeieea nee ei eee ewes 50.9 50.1 50.9 $45,325.2 $52,310.5 $59,122.1 


(1) Includes assets under management of open-end mutual funds, UCITS and variable insurance funds. 
(2) Includes assets under management related to options strategies. 


Average fees earned represent investment management fees net of fees paid to third-party service providers 
for investment management related services and investment management fees earned from consolidated 
sponsored investment products and our consolidated investment product divided by average net assets. Mutual 
funds and exchange traded fund fees are calculated based on average daily or weekly net assets. Separately 
managed account fees are calculated based on the end of the preceding or current quarter’s asset values or on an 
average of month-end balances. Institutional account fees are calculated based on an average of month-end 
balances or current quarter’s asset values. Average fees earned will vary based on several factors, including the 
asset mix and reimbursements to funds. 
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Year ended December 31, 2016 compared to year ended December 31, 2015. The average fee rate earned 
for 2016 increased 0.8 basis points as compared to the prior year primarily related to a 1.1 basis point increase in 
the open-end fund average fee rate. The increase in the open-end fund average fee rate was primarily attributable 
to a negative $13.3 million variable incentive fee from one mutual fund during 2015. The average fee rate 
increase in institutional accounts in 2016 compared to 2015 was primarily due to net flows into higher fee 
products and incentive fees earned in 2016 on a structured product that was redeemed during the second half of 
2016. Excluding the variable incentive fee, the open-end fund fee rate would have decreased to 50.0 basis points 
in 2016 from 52.2 in 2015 primarily due to higher level of fund reimbursements in 2016. 


Year ended December 31, 2015 compared to year ended December 31, 2014. The average fee rate earned 
for 2015 decreased 0.8 basis points as compared to the prior year primarily related to a 3.1 basis point decrease in 
the open-end mutual fund fee rate partially offset by an increase in the average fee rate on separately managed 
accounts which was driven by increased average high net worth assets under management. The 3.1 basis point 
decline in the open-end fund fee rate was primarily attributable to a negative $13.3 million variable incentive fee 
from one mutual fund during 2015. Excluding the variable incentive fee, the open-end fund fee rate would have 
increased to 52.2 basis points in 2015 from 51.7 in 2014. 


Results of Operations 


Summary Financial Data 


Years Ended December 31, Change 
2016 2015 2014 2016 vs. 2015 % 2015 vs. 2014 % 

($ in thousands) 
Investment management fees ..... $235,230 $264,865 $300,663 $(29,635) (11.2)% $(35,798) (11.9)% 
Other revenue ..............00. 87,324 117,112 149,935 (29,788) (25.4)% (32,823)  (21.9)% 
Total revenues ................ 322,554 381,977 450,598 (59,423) (15.6) % (68,621) (15.2)% 
Total operating expenses ....... 271,740 301,599 319,878 (29,859) (9.9) % (18,279) (5.7) % 
Operating income ............. 50,814 80,378 = 130,720 (29,564) (36.8) % (50,342)  (38.5)% 
Other income (expense), net ...... 8,819 (26,650) (2,843) 35,469 (133.1)% (23,807) 837.4% 
Interest income, net............. 10,174 13,915 8,437 (3,741) (26.9)% 5,478 64.9% 
Income before income taxes ..... 69,807 67,643 = 136,314 2,164 3.2% (68,671)  (50.4)% 
Income tax expense............. 21,044 36,972 39,349 (15,928) (43.1)% (2,377) (6.0)% 
Net income ................... 48,763 30,671 96,965 18,092 59.0% (66,294)  (68.4)% 
Noncontrolling interests ......... (261) 4,435 735 (4,696)  (105.9)% 3,700 503.4% 
Net income attributable to 

common stockholders ........ $ 48,502 $ 35,106 $ 97,700 $ 13,396 38.2% $(62,594)  (64.1)% 
Earnings per share—diluted .... $ 6.20 $ 3.92 $ 10.51 $ 2.28 58.2% $ (6.59)  (62.7)% 
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Revenues 


Total revenues were $322.6 million in 2016 compared to $382.0 million in 2015 representing a decrease of 
$59.4 million or 15.6%. The decrease was primarily due to lower average assets under management. 


Revenues by source were as follows: 


Years Ended December 31, Change 

($ in thousands) 2016 2015 2014 2016 vs 2015 % 2015 vs 2014 % 
Investment management fees 

PUGS. 2s katana tatars ccareasteaahcnedeataton unatics $174,157 $209,994 $249,348  $(35,837) (17.1)%  $(39,354) (15.8)% 
Separately managed accounts ............ 40,155 37,296 =. 35,153 2,859 7.7% 2,143 6.1% 
Institutional accounts ...............0.4. 20,918 17,575 16,162 3,343 19.0% 1,413 8.7% 
Total investment management fees ...... 235,230 264,865 300,663 (29,635) (11.2) % (35,798) (11.9)% 
Distribution and service fees ........... 48,250 67,066 91,950 (18,816) (28.1) % (24,884) (27.1)% 
Administration and transfer agent fees .. 38,261 48,247 56,016 (9,986) (20.7)% (7,769) (13.9)% 
Other income and fees ................ 813 1,799 1,969 (986) (54.8) % (170) (8.6) % 
Total revenues ................ 000000: $322,554 $381,977 $450,598  $(59,423) (15.6)%  $(68,621) (15.2)% 


Investment Management Fees 


Year ended December 31, 2016 compared to year ended December 31, 2015. Investment management fees 
are earned based on a percentage of assets under management and are paid pursuant to the terms of the respective 
investment management contracts, which generally require monthly or quarterly payments. Investment 
management fees decreased by $29.6 million or 11.2% for the year ended December 31, 2016 due to a 13.4% 
decrease in average assets under management. The decrease in average assets under management for the year 
ended December 31, 2016 was due primarily to net outflows in our open-end funds partially offset by market 
appreciation. 


Year ended December 31, 2015 compared to year ended December 31, 2014. Investment management fees 
decreased by $35.8 million or 11.9% for the year ended December 31, 2015 due to a 11.5% decrease in average 
assets under management. The decrease in average assets under management for the year ended December 31, 
2015 was due primarily to net outflows and market depreciation related to our open-end funds. 


Distribution and Service Fees 


Year ended December 31, 2016 compared to year ended December 31, 2015. Distribution and service fees, 
which are asset-based fees earned from open-end funds for distribution services, decreased by $18.8 million or 
28.1% for the year ended December 31, 2016 as compared to the prior year due to lower average open-end fund 
assets under management in share classes that have distribution and service fees. 


Year ended December 31, 2015 compared to year ended December 31, 2014. Distribution and service fees, 
decreased by $24.9 million or 27.1% for the year ended December 31, 2015 as compared to the prior year due to 
lower average open-end assets under management and a lower percentage of assets under management in share 
classes that pay distribution and service fees. The decrease in fees also resulted in a corresponding decrease in 
distribution and administrative expenses, primarily driven by decreased payments to third-party distribution 
partners for providing services to investors in our sponsored funds, including marketing support services. 
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Administration and Transfer Agent Fees 


Year ended December 31, 2016 compared to year ended December 31, 2015. Administration and transfer 
agent fees represent fees earned for fund administration and shareholder services primarily from our open-end 
mutual funds and certain of our closed-end funds. Fund administration and transfer agent fees decreased 
$10.0 million or 20.7% for the year ended December 31, 2016 as compared to the prior year due to lower average 
assets under management for which the Company provides fund administration and shareholder services. 


Year ended December 31, 2015 compared to year ended December 31, 2014. Fund administration and 
transfer agent fees decreased $7.8 million or 13.9% for the year ended December 31, 2015 as compared to the 
prior year due to lower average assets under management. 


Other Income and Fees 


Year ended December 31, 2016 compared to year ended December 31, 2015. Other income and fees 
primarily represent contingent sales charges earned from investor redemptions of certain shares sold without a 
front-end sales charge. Other income and fees decreased $1.0 million or 54.8%, primarily due to a decrease in 
contingent sales charges paid as a result of lower redemptions of fund share classes subject to those charges. 


Year ended December 31, 2015 compared to year ended December 31, 2014. Other income and fees 
decreased $0.2 million or 8.6%, primarily due to lower ancillary fees related to the high net worth business. 


Operating Expenses 


Total operating expenses were $271.7 million in 2016 compared with $301.6 million in 2015 representing a 
decrease of $29.9 million or 9.9%. The decrease was primarily related to decreases in distribution and other 
asset-based expenses and other operating expenses. 


Operating expenses by category were as follows: 


Years Ended December 31, Change 
2016 vs 2015 vs 
2016 2015 2014 2015 % 2014 % 
($ in thousands) 
Operating expenses 
Employment expenses ......... $135,641 $137,095 $139,809 $ (1,454) (1.1)% $ (2,714) (1.9)% 
Distribution and other asset-based 
EXPENSES 5.432. ean gh sdoens daz 69,049 89,731 123,665 (20,682) (23.0)% (33,934) (27.4)% 
Other operating expenses ....... 57,227 68,035 49,569 (10,808) (15.9)% 18,466 37.3% 
Restructuring and severance .... 4,270 — 294 4,270 100.0% (294) (100.0)% 
Depreciation and amortization 
EXPENSE: d54ie soars beleeeatee 5,553 6,738 6,541 (1,185) (17.6)% 197 3.0% 
Total operating expenses .......... $271,740 $301,599 $319,878 $(29,859) (9.9)% $(18,279) (5.7)% 


Employment Expenses 


Year ended December 31, 2016 compared to year ended December 31, 2015. Employment expenses 
primarily consist of fixed and variable compensation and related employee benefit costs. Employment expenses 
of $135.6 million decreased $1.5 million or 1.1% as compared to the year ended December 31, 2015. The 
decrease was primarily due to a reduction in variable compensation. 
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Year ended December 31, 2015 compared to year ended December 31, 2014. Employment expenses of 
$137.1 million decreased $2.7 million or 1.9% as compared to the year ended December 31, 2014. The decrease 
was primarily due to a reduction in profit and sales based variable compensation resulting from lower profits and 
sales offset by an increase in fixed employment expenses related to higher staffing levels at our affiliates and due 
to the acquisition of Virtus ETF Solutions. 


Distribution and Other Asset-Based Expenses 


Year ended December 31, 2016 compared to year ended December 31, 2015. Distribution and other asset- 
based expenses consist primarily of payments to third-party distribution partners for providing services to 
investors in our sponsored funds and payments to third-party service providers for investment management 
related services. These payments are primarily based on percentages of assets under management or revenues. 
These expenses also include the amortization of deferred sales commissions related to up-front commissions on 
shares sold without a front-end sales charge to shareholders. The deferred sales commissions are amortized on a 
straight line basis over the periods in which commissions are generally recovered from distribution fee revenues 
and contingent sales charges received from shareholders of the funds upon redemption of their shares. 
Distribution and administrative expenses decreased $20.7 million or 23.0% in the year ended December 31, 2016 
as compared to the prior year. The decrease was primarily due to lower average open-end fund assets under 
management and a lower percentage of assets under management in share classes where we pay distribution 
expenses. 


Year ended December 31, 2015 compared to year ended December 31, 2014. Distribution and 
administrative expenses decreased $33.9 million or 27.4% in the year ended December 31, 2015 as compared to 
the prior year. The decrease was primarily attributable to lower average open-end assets under management, a 
lower percentage of assets under management in share classes where we pay distribution expenses and 
closed-end fund structuring costs of $9.6 million incurred in 2014 in connection with the launch of a closed-end 
fund in 2014, as no such costs were incurred in 2015. The reduction in expense was partially offset by an 
increase in payments to third-party service providers for investment management related services. 


Other Operating Expenses 


Year ended December 31, 2016 compared to year ended December 31, 2015. Other operating expenses 
primarily consist of investment research and technology costs, professional fees, travel and distribution related 
costs, rent and occupancy expenses, operating expenses of our consolidated sponsored investment products, 
operating expenses of our consolidated investment product and other miscellaneous costs. Other operating 
expenses decreased $10.8 million or 15.9% to $57.2 million for the year ended December 31, 2016 as compared 
to $68.0 million in the prior year primarily due to a $16.5 million loss contingency recorded in the first half of 
2015 related to a regulatory matter that was settled and paid in 2015 partially offset by $3.3 million of expenses 
incurred in 2016 related to the Proposed Acquisition. Other operating expenses of consolidated sponsored 
investment products and the consolidated investment product for the year ended December 31, 2016 increased by 
$2.8 million over the prior year primarily due to expenses associated with the issuance of our CLO. 


Year ended December 31, 2015 compared to year ended December 31, 2014. Other operating expenses 
increased $18.5 million or 37.3% to $68.0 million for the year ended December 31, 2015 as compared to 
$49.6 million in the prior year. The increase over the prior year was primarily due to a $16.5 million regulatory 
settlement in 2015. 


Restructuring and Severance 


We incurred $4.3 million primarily related to severance costs for the year ended December 31, 2016. 
Approximately $3.9 million was related to severance costs associated with staff reductions, primarily in business 
support areas and $0.4 million related to future lease obligations and leasehold improvements for vacated office 
space. 
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Depreciation and Amortization Expense 


Year ended December 31, 2016 compared to year ended December 31, 2015. Depreciation and amortization 
expense consists primarily of the straight-line depreciation of furniture, equipment and leasehold improvements 
as well as the amortization of acquired investment advisory contracts, recorded as definite-lived intangible assets, 
both over their estimated useful lives. Depreciation and amortization expense decreased $1.2 million or 17.6% to 
$5.6 million for the year ended December 31, 2016 primarily due to certain intangible assets becoming fully 
amortized. 


Year ended December 31, 2015 compared to year ended December 31, 2014. Depreciation and amortization 
expense increased $0.2 million or 3.0% to $6.7 million for the year ended December 31, 2015 primarily due to 
higher depreciation as a result of the increase in our furniture, equipment and leasehold improvements, partially 
offset by lower amortization of intangible assets. 


Other Income (Expense), net 


Other (Expense) Income, net by category were as follows: 


Years Ended December 31, Change 


2016 vs 2015 vs. 
2016 2015 2014 2015 % 2014 % 


($ in thousands) 
Other Income (Expense) 
Realized and unrealized gain (loss) 
on investments, net ............ $4,982 $ (862)$ 914 $ 5,844 678.0% $ (1,776) (194.3)% 
Realized and unrealized gain (loss) 
on investments of consolidated 
sponsored investment products, 
NEL a4 take iawsSLba wok the 3,818 (23,181) (4,648) 26,999 116.5% (18,533) (398.7)% 
Realized and unrealized loss of 
consolidated investment product, 


MCU gine eenensthehs trata aeasee a ears aes (1,070) (3,505) — 2,435 69.5% (3,505) (100.0)% 
Other income, net ............... 1,089 898 891 191 21.3% 7 0.8% 
Total Other Income (Expense), net .... $ 8,819 $(26,650) $(2,843) $35,469 (133.1)% $(23,807) 837.4% 


Realized and unrealized gain on investments, net 


Year ended December 31, 2016 compared to year ended December 31, 2015. Realized and unrealized gain 
on investments, net increased for the year ended December 31, 2016 by $5.8 million compared to the prior year. 
The increase in net realized and unrealized gains on investments was primarily due to unrealized gains of 
$1.3 million from small cap and emerging market equity strategies and a realized gain of approximately 
$2.9 million on the sale of one of our equity method investments during 2016 as compared to $0.9 million in 
unrealized losses in the prior year, which was primarily related to our marketable securities in emerging market 
and international strategies. 


Year ended December 31, 2015 compared to year ended December 31, 2014. Realized and unrealized gain 
on investments, net decreased for the year ended December 31, 2015 by $1.8 million compared to the prior year 
primarily due to a decrease in realized and unrealized gains on investments partially offset by an increase in 
earnings on equity method investments. 
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Realized and unrealized gain (loss) on investments of consolidated sponsored investment products, net 


Year ended December 31, 2016 compared to year ended December 31, 2015. Realized and unrealized gains, 
net on investments of consolidated sponsored investment products were $3.8 million for the year ended 
December 31, 2016 compared to realized and unrealized losses, net on consolidated sponsored investment 
products of $23.2 million in the prior year. The realized and unrealized gains, net for the year ended 
December 31, 2016 was primarily attributable to unrealized gains related to emerging markets debt and target 
date retirement strategies and a master limited partnership fund. The realized and unrealized loss for the year 
ended December 31, 2015 was primarily attributable to unrealized losses on alternative and emerging markets 
debt strategies. 


Year ended December 31, 2015 compared to year ended December 31, 2014. Realized and unrealized 
losses, net on investments of consolidated sponsored investment products were $23.2 million for the year ended 
December 31, 2015 compared to realized and unrealized losses, net of consolidated sponsored investment 
products of $4.6 million in the prior year. The realized and unrealized losses for the years ended December 31, 
2015 and 2014, were primarily attributable to unrealized losses on alternative and emerging markets debt 
strategies. 


Realized and unrealized loss of consolidated investment product, net 


Year ended December 31, 2016 compared to year ended December 31, 2015. Realized and unrealized 
losses, net of our consolidated investment product was $1.1 million for the year ended December 31, 2016, which 
consisted primarily of $8.8 million in adjustments on the notes payable of our consolidated investment product as 
a result of applying the measurement alternative of ASU 2014-13. This was partially offset by $7.7 million in 
unrealized and realized gains on the investments, primarily first-lien bank loans, of the consolidated investment 
product. The realized and unrealized gains, net of our consolidated investment product for the year ended 
December 31, 2015 primarily related to unrealized gains on the investments of the consolidated investment 
product. 


Interest Income, net 


Interest Income, (Expense), net by category were as follows: 


Years Ended December 31, Change 

($ in thousands) 2016 2015 2014 2016 vs. 2015 % 2015 vs. 2014 % 
Interest Income (Expense) 
Interest expense ..............005 $ (679) $ (523) $ (537) $ (156) (29.8)% $ 14 2.6% 
Interest and dividend income ...... 1,743 1,261 $1,706 482 38.2% (445) (26.1)% 
Interest and dividend income of 

investments of consolidated 

sponsored investment products .. . 7,509 11,504 $7,268 (3,995) (34.7)% 4,236 58.3% 
Interest income of consolidated 

investment product ............ 12,893 2,157 $ — 10,736 497.7% 2,157 100.0% 
Interest expense of consolidated 

investment product ............ (11,292) (484) — (10,808) = (2,233.1)% (484) (100.0)% 
Total Interest Income, net ....... $10,174 $13,915 $8,437 $ (3,741) (26.9) % $5,478 64.9% 


Interest and dividend income 


Year ended December 31, 2016 compared to year ended December 31, 2015. Interest and dividend income 
consists of interest and dividend income earned on cash equivalents and our marketable securities. Interest and 
dividend income increased $0.5 million or 38.2% in 2016 compared to the prior year primarily due to an increase 
in our marketable securities. 
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Year ended December 31, 2015 compared to year ended December 31, 2014. Interest income and dividend 
income decreased $0.4 million or 26.1% in 2015 compared to the prior year. The decrease was primarily due an 
overall decrease in our marketable securities over the same period combined with a decrease in the portion of our 
marketable securities that pay dividends and interest. 


Interest and Dividend Income of Investments of Consolidated Sponsored Investment Products 


Year ended December 31, 2016 compared to year ended December 31, 2015. Interest and dividend income 
of consolidated sponsored investment products decreased $4.0 million or 34.7% compared to the prior year. The 
decrease was primarily due to the liquidation of three funds in May 2016. 


Year ended December 31, 2015 compared to year ended December 31, 2014. Interest and dividend income 
of consolidated sponsored investment products increased $4.2 million or 58.3% compared to the prior year. The 
increase was primarily due to higher interest and dividend income earned on the investments of our consolidated 
sponsored investment products. Investments of consolidated sponsored investment products grew $86.7 million, 
or 36.6%, during 2015 from $236.7 million at December 31, 2014 to $323.3 million at December 31, 2015. 


Interest Income and Interest Expense of Consolidated Investment Product. 


Year ended December 31, 2016 compared to year ended December 31, 2015. Interest income of 
consolidated investment product consists primarily of interest income from the investments, primarily first-lien 
bank loans, of the consolidated investment product. The year-over-year increase was primarily due to (1) the full 
year of interest on investments of the consolidated investment product compared to a partial year in 2015 and 
(2) the higher balance of investments of the consolidated investment product in 2016 as the CLO ramped up its 
portfolio size at issuance. 


Interest expense of consolidated investment product represents interest expense on the notes payable or debt 
of our consolidated investment product. For the year ended December 31, 2016, interest expense included a full 
year of interest and an original issue discount expense of $3.7 million related to a CLO issuance. Interest expense 
of consolidated investment product in 2015 represented a partial year of interest expense for the financing facility 
in place during the warehouse phase of the CLO. 


Income Tax Expense 


Year ended December 31, 2016 compared to year ended December 31, 2015. The provision for income 
taxes reflected U.S. federal, state and local taxes at an estimated effective tax rate of 30.1% and 54.6% for 2016 
and 2015, respectively. The decrease in the 2016 effective tax rate as compared to 2015 was primarily 
attributable to a $5.1 million reduction in the valuation allowance on deferred tax assets related to our investment 
portfolio. 


Year ended December 31, 2015 compared to year ended December 31, 2014. The provision for income 
taxes reflected U.S. federal, state and local taxes at an estimated effective tax rate of 54.6% and 28.9% for 2015 
and 2014, respectively. The increase in the 2015 effective tax rate as compared to 2014 was primarily due to an 
increase in the valuation allowances related to the unrealized loss position on our marketable securities in 2015 
as well as a non recurring tax benefit recognized in 2014 related to the settlement of an audit of our 2011 federal 
corporate income tax return. 


Effects of Inflation 


Inflationary pressures can result in increases to our cost structure, especially to the extent that large expense 
components such as compensation are impacted. To the degree that these expense increases are not recoverable 
or cannot be counterbalanced through pricing increases due to the competitive environment, our profitability 
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could be negatively impacted. In addition, the value of the assets that we manage may be negatively impacted if 
inflationary expectations result in a rising interest rate environment. Declines in the values of these assets under 
management could lead to reduced revenues as management fees are generally earned as a percent of assets 
under management. 


Liquidity and Capital Resources 
Certain Financial Data 


The following tables summarize certain key financial data relating to our liquidity and capital resources: 


December 31, Change 
2016 vs. 2015 vs. 

($ in thousands) 2016 2015 2014 2015 % 2014 % 
Balance Sheet Data 
Cash and cash equivalents ....... $ 64,588 $ 87,574 $202,847 $ (22,986) (26.2)% $(115,273) (56.8)% 
Investments ................04. 89,371 56,738 63,448 32,633 57.5% (6,710) (10.6)% 
Deferred taxes, net ............. 47,535 54,143 60,162 (6,608) (12.2)% (6,019) (10.0)% 
Dividends payable ............. 3,479 4,233 4,270 (754) (17.8)% (37) (0.9)% 
Total GQuity sac. 2 sn 2428 26402 321,673 509,457 563,352 (187,784) (36.9)% (53,895) (9.6)% 

Years Ended December 31, Change 

2016 vs. 2015 vs. 
($ in thousands) 2016 2015 2014 2015 % 2014 % 
Cash Flow Data 
Provided by (used in) 
Operating activities .......... $ 30,522 $(209,430) $(58,871) $239,952 114.6% $(150,559) (255.7)% 
Investing activities .......... 3,079 (6,438) (8,181) 9,517 147.8% 1,743 21.3% 
Financing activities .......... (48,298) 109,948 (1,189) (158,246) (143.9)% 111,137 9,347.1% 
Overview 


At December 31, 2016, we had $64.6 million of cash and cash equivalents and $74.9 million of investments 
in marketable securities compared to $87.6 million of cash and cash equivalents and $41.5 million of investments 
in marketable securities at December 31, 2015. Our credit facility (the “Credit Facility”) allows the Company to 
borrow up to $150.0 million and expires in September 2021. At December 31, 2016, we had $30.0 million 
outstanding under the Credit Facility. 


On December 16, 2016, in connection with our agreement to acquire RidgeWorth, we entered into a debt 
financing commitment letter (the “Commitment Letter’) with Barclays Bank PLC and Morgan Stanley Senior 
Funding, Inc. (the “Initial Commitment Parties”). Pursuant to the Commitment Letter, the Initial Commitment 
Parties committed to arrange and provide us with a senior secured credit facility (“Loan Facility”) composed of 
(i) a term loan of up to $475.0 million, with an expected maturity of seven years from the execution date and 
(ii) a revolving credit facility of up to $100.0 million maturing five years after the execution date. The 
availability of borrowings under the Loan Facility is subject to satisfaction of certain customary conditions which 
include termination and repayment of all amounts outstanding under our existing senior unsecured revolving 
credit facility (using cash on hand). The senior secured credit facility will contain affirmative and negative 
financial and operating covenants and events of default customary for facilities of this type. The credit facility 
will be guaranteed by our domestic subsidiaries (subject to certain exceptions) and will be secured by 
substantially all of our assets. We expect to close such debt financing concurrently with closing the Proposed 
Acquisition. 
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On February 1, 2017, we issued 910,000 shares of common stock and 1,150,000 shares of 7.25% mandatory 
convertible preferred stock in a public offering including over-allotments for net proceeds of $207.1 million, 
after underwriting discounts, commissions and other offering expenses. The underwriters exercised their option 
to purchase additional mandatory convertible preferred stock on February 1, 2017. On February 24, 2017 the 
underwriters exercised their option to purchase an additional 136,500 shares of common stock for net proceeds of 
$14.3 million. We intend to use the net proceeds of these offerings, together with cash on hand, proceeds from 
the sale of investments and borrowings of approximately $260 million in term loans under the Loan Facility 
described above to finance the Proposed Acquisition and pay related fees and expenses. As a condition of 
entering into the new Loan Facility which is expected to occur at the Closing, our existing Credit Facility will be 
terminated. 


Share Repurchases 


As of December 31, 2016, 3.4 million shares of our common stock have been authorized to be repurchased 
under our board approved share repurchase program, and 0.2 million shares remain available for repurchase. 
Under the terms of the program, we may repurchase shares of our common stock from time to time at our 
discretion through open market repurchases, privately negotiated transactions and/or other mechanisms, 
depending on price and prevailing market and business conditions. The program, which has no specified term, 
may be suspended or terminated at any time. 


During the year ended December 31, 2016, we repurchased a total of 2,572,417 common shares for 
approximately $233.7 million, under board approved repurchases which included the repurchase of 1,727,746 
common shares at a price of $93.50 per share for a total purchase price of $161.5 million with Bank of Montreal 
Holdings Inc. (“BMO”) and the repurchase of 556,516 shares, representing 6.7% of our common stock 
outstanding, pursuant to a “Modified Dutch Auction” tender offer. 


Uses of Capital 


Our main uses of capital related to operating activities include payments of annual incentive compensation, 
income tax payments and other operating expenses which primarily consist of investment research and 
technology costs, professional fees, distribution and occupancy costs. Incentive compensation which is one of the 
largest annual operating cash expenditures is paid in the first quarter of the year. In the first quarter of 2016 and 
2015, we paid approximately $42.5 million and $45.9 million, respectively, in incentive compensation earned 
during the years ended December 31, 2015 and 2014, respectively. 


In addition to the capital used for operating activities other uses of cash will include (i) the purchase price 
for the Proposed Acquisition currently estimated to close in mid-2017, (ii) transaction and financing related fees 
associated with the Proposed Acquisition, (111) integration costs, including severance, related to the Proposed 
Acquisition, (iv) investments in our organic growth, including our distribution efforts and launches of new 
products (v) seeding of new investments (vi) interest expense payments on debt outstanding and (vii) dividend 
payments to preferred and common shareholders. Although we continuously monitor working capital to ensure 
adequate resources are available for near-term liquidity requirements, our liquidity could be impacted by certain 
contingencies, including any legal or regulatory matters as described in Note 10 of our consolidated financial 
statements. 


Capital and Reserve Requirements 


The Company has two broker-dealer subsidiaries registered with the SEC and are subject to certain rules 
regarding minimum net capital, as defined by those rules. The broker-dealers are required to maintain a ratio of 
“aggregate indebtedness” to “net capital,” as defined, which may not exceed 15 to 1 and must also maintain a 
minimum amount of net capital. Failure to meet these requirements could result in adverse consequences to us 
including additional reporting requirements, a lower required ratio of aggregate indebtedness to net capital or 
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interruption of our business. At December 31, 2016 and 2015, the ratio of aggregate indebtedness to net capital of 
our broker-dealers was below the maximum allowed, and net capital was significantly greater than the required 
minimum. 


Balance Sheet 


Cash and cash equivalents consist of cash held on deposit at financial institutions and money market fund 
investments. Investments consist primarily of investments in our affiliated mutual funds. Consolidated sponsored 
investment products primarily represent investment products we sponsor and where we own a majority of the 
voting interest in the entity. As of December 31, 2016, we consolidated a total of 19 sponsored investment 
products. Our consolidated investment product represents our investment in a collateralized loan obligation 
(“CLO”). 


At December 31, 2016 and 2015, we had $30.0 million and $0.0 million, respectively, of debt outstanding 
under our Credit Facility. 


Operating Cash Flow 


Net cash provided by operating activities of $30.5 million for 2016 increased by $240.0 million from net 
cash used in operating activities of $209.4 million in 2015. The increase in net cash provided by operating 
activities was primarily due to increased sales, net of purchases, of investments of consolidated sponsored 
investment products and lower purchases, net of sales, of investments of the consolidated investment product 
partially offset by higher realized and unrealized gains of consolidated sponsored investment products. Net cash 
from operating activities includes the operating activities of our consolidated sponsored investment products and 
the consolidated investment product. These cash flows from the portion of the products we do not own do not 
directly impact the cash flow related to our shareholders. 


Net cash used in operating activities of $209.4 million for 2015 increased by $150.5 million from net cash 
used in operating activities of $58.9 million in 2014. The increase in net cash used in operating activities was 
primarily due to (1) lower net income and (2) increases in net purchases of investments by the consolidated 
investment product. The increases were partially offset by decreases in (1) purchases of investments by 
consolidated sponsored investment products and (2) decreased excess tax benefits from stock-based 
compensation. 


Investing Cash Flow 


Cash flows from investing activities consists primarily of capital expenditures and other investing activities 
related to our business operations. Net cash provided by investing activities of $3.1 million for 2016 increased by 
$9.5 million from net cash used in investing activities of $6.4 million in 2015. The primary investing activities in 
2016 were cash inflows of $8.6 million related to the sale of an equity method investment offset by outflows of 
$2.0 million due to capital expenditures and contributions to equity method investments of $2.5 million. 


Net cash used in investing activities of $6.4 million for 2015 decreased by $1.8 million from net cash used 
in investing activities of $8.2 million in 2014 due to the decrease of $3.4 million in the amount paid for asset 
acquisitions of equity method and other investments partially offset by increased capital expenditures of 
$2.3 million in the current year as compared to the prior year. 


Financing Cash Flow 


Cash flows from financing activities consist primarily of repurchases of our common stock, payments to 
settle minimum tax withholding obligations for the net share settlement of employee share transactions, 
payments of cash dividends on our common stock and contributions to noncontrolling interests related to our 
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consolidated sponsored investment products. Net cash used by financing activities decreased $158.2 million to 
$48.3 million in 2016 compared to net cash provided by financing activities of $109.9 million in the prior year. 
The increase was primarily due to cash outflows related to the repayment of debt of the consolidated investment 
product of $152.6 million and increased share repurchases of $153.8 million offset by cash inflows of 

$316.3 million related to the issuance of notes payable by the consolidated investment product and borrowings on 
our Credit Facility of $30.0 million. 


Net cash provided by financing activities increased $111.1 million to $109.9 million in 2015 compared to 
net cash used in financing activities of $1.2 million in the prior year. The primary reasons for the increase was 
due to increased borrowings of debt of the consolidated investment product of $152.6 million, increased third- 
party contributions of $27.0 million to the non-controlling interests related to our consolidated sponsored 
investment products and lower taxes paid related to net share settlement of RSU’s of $4.4 million. These 
increases were partially offset by higher repurchases of our common stock of $39.7 million, lower excess tax 
benefits from stock-based compensation of $23.2 million and increased dividend payments of $7.9 million. 


Debt 


On September 30, 2016, we entered into a new senior unsecured revolving credit facility (“Credit Facility”) 
replacing the previous senior secured revolving credit facility. The Credit Facility has a five-year term and 
provides borrowing capacity of up to $150.0 million, with an increase provision conditioned on approval by the 
lending group, to a borrowing capacity of $200.0 million. In addition, the Credit Facility has a $7.5 million 
sub-limit for the issuance of standby letters of credit. At December 31, 2016 and 2015, we had $30.0 million and 
$0.0 million, respectively, of debt outstanding under our Credit Facility. On February 13, 2017, we repaid its 
$30.0 million loan outstanding and currently have no debt outstanding. 


Amounts outstanding under the Credit Facility bear interest at an annual rate equal to, at our option, either 
LIBOR for interest periods of one, two, three or six months or an alternate base rate (as defined in the Credit 
Facility agreement), plus, in each case, an applicable margin, that ranges from 0.75% to 2.25%. Under the terms 
of the Credit Facility, we are also required to pay certain fees, including an annual commitment fee that ranges 
from 0.30% to 0.45% on undrawn amounts and a letter of credit participation fee at an annual rate equal to the 
applicable margin as well as any applicable fronting fees, each of which is payable quarterly in arrears. 


The credit agreement governing the Credit Facility contains customary restrictive covenants on the 
Company and its subsidiaries. Restrictive covenants in the credit agreement include, but are not limited to: 
prohibitions on creating, incurring or assuming any liens; entering into merger arrangements; selling, leasing, 
transferring or otherwise disposing of assets; making a material change in the nature of the business; entering 
into transactions with affiliates; and incurring indebtedness through the subsidiaries. Many of these restrictions 
are subject to certain minimum thresholds and exceptions. Financial covenants under the credit agreement 
include: (i) the quarterly maintenance of a leverage ratio (total debt to adjusted EBITDA), as defined in the credit 
agreement, of not greater than 3.00:1.00, and (ii) a minimum interest coverage ratio (EBITDA to interest 
expense) for the four consecutive fiscal quarters ended before the date of determination) of not less than 
4.00:1.00. 


On December 16, 2016, in connection with our entering into the agreement to acquire RidgeWorth, we 
entered into a debt financing commitment letter (the “Commitment Letter”) with Barclays Bank PLC and 
Morgan Stanley Senior Funding, Inc. (the “Initial Commitment Parties”). Pursuant to the Commitment Letter, the 
Initial Commitment Parties committed to arrange and provide us with a senior secured credit facility (the “Loan 
Facility”) composed of (i) a term loan of up to $475.0 million with an expected maturity of seven years from the 
execution date and (ii) a revolving credit facility of up to $100.0 million maturing five years after the execution 
date. On February 1, 2017, we issued common stock and mandatory convertible preferred stock for net proceeds 
of $207.1 million and, as a result, on February 7, 2017, the term loan commitment under the Loan Facility was 
reduced from $475.0 million to $260.0 million in accordance with the terms of the Commitment Letter. 
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The availability of borrowings under the Loan Facility is subject to satisfaction of certain customary 
conditions which include termination and repayment of all amounts outstanding under our existing senior 
unsecured revolving credit facility (using cash on hand). The senior secured credit facility will contain 
affirmative and negative financial and operating covenants and events of default customary for facilities of this 
type. The credit facility will be guaranteed by our domestic subsidiaries (subject to certain exceptions) and will 
be secured by substantially all of our assets. We expect to close such debt financing concurrently with closing the 
Proposed Acquisition. 


Contractual Obligations 
The following table summarizes our contractual obligations as of December 31, 2016: 


Payments Due 


Less Than More Than 

enon Se Ae ae a 
Ledsé. obligations: ii... icentstaneredetudieeded cae betes $ 18.1 $ 5.0 $99 $2.7 $ 05 
Credit Facility, including commitment fee (1) .............. 35.0 1.1 2.1 31.8 — 
Notes payable of consolidated investment product, including 

WNLCLOSE (2) s..s ard: secede dca. enhaocda deesa pp isheutelaralaescoush aGgrenacacstsbcena 444.4 11.1 22.1, 22.1 389.1 
Minimum payments on service contracts (3) ............... 8.8 5.5 3.3 — — 
MOtal. «ccs thease Baws ob ieee Shae PEAS LPR eka ees $506.3 $22.7 $37.4 $56.6 $389.6 


(1) At December 31, 2016, we had $30.0 million outstanding under our Credit Facility which has a variable 
interest rate. Amounts outstanding under the Credit Facility bear interest at an annual rate equal to, at our 
option, either LIBOR for interest periods of one, two, three or six months or an alternate base rate, plus, in 
each case, an applicable margin, that ranges from 0.75% to 2.25%. We are also required to pay an annual 
commitment fee that ranges from 0.30% to 0.45% on undrawn amounts. Payments due are estimated based 
on the commitment fee rate of 0.30% in effect on December 31, 2016. 

(2) At December 31, 2016, Notes payable of $328.8 million were outstanding related to our CLO. The CLO has 
note obligations that bear interest at variable rates based on LIBOR plus a pre-defined spread ranging from 
1.0% to 8.75%. The principal amounts outstanding of the note obligations issued by the CLO mature in 
April 2028. The investors in the CLOs have no recourse to our general assets for the debt issued by the 
CLOs. Therefore, this debt is not our obligation. 

(3) Service contracts include contractual amounts that will be due to purchase goods and services to be used in 
our operations and may be canceled at earlier times than those indicated under certain conditions that may 
include termination fees. 


Impact of New Accounting Standards 


For a discussion of accounting standards, see Note 2 to our consolidated financial statements. 


Off-Balance Sheet Arrangements 


We do not invest in any off-balance sheet vehicles that provide liquidity, capital resources, market or credit 
risk support or engage in any leasing activities that expose us to any liability that is not reflected in our 
consolidated financial statements. 


Critical Accounting Policies and Estimates 


Our consolidated financial statements and the accompanying notes are prepared in accordance with 
Generally Accepted Accounting Principles which requires the use of estimates. Actual results may vary from 
these estimates. Management believes the following critical accounting policies are important to understanding 
our results of operations and financial position. 
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Consolidation 


The condensed consolidated financial statements include our accounts, our subsidiaries and investment 
products that are consolidated. Voting interest entities (“WOEs”’) are consolidated when we are considered to 
have a controlling financial interest which is typically present when we own a majority of the voting interest in 
an entity or otherwise have the power to govern the financial and operating policies of the entity. 


We evaluate any variable interest entities (“VIEs”) in which we have a variable interest for consolidation. A 
VIE is an entity in which either (a) the equity investment at risk is not sufficient to permit the entity to finance its 
own activities without additional financial support or (b) where as a group, the holders of the equity investment 
at risk do not possess: (i) the power through voting or similar rights to direct the activities that most significantly 
impact the entity’s economic performance; (ii) the obligation to absorb expected losses or the right to receive 
expected residual returns of the entity; or (111) proportionate voting and economic interests and where 
substantially all of the entity’s activities either involve or are conducted on behalf of an investor with 
disproportionately fewer voting rights. If an entity has any of these characteristics, it is considered a VIE and is 
required to be consolidated by its primary beneficiary. The primary beneficiary is the entity that has both the 
power to direct the activities that most significantly impact the VIE’s economic performance and has the 
obligation to absorb losses of, or the right to receive benefits from, the VIE that could potentially be significant 
to the VIE. 


We have two types of investment products that are consolidated: consolidated sponsored investment 
products and the consolidated investment product. Consolidated sponsored investment products are investment 
products in which we generally hold a majority of the beneficial interests. The consolidated investment product is 
a collateralized loan obligation (“CLO”) in which we have less than the majority of the beneficial interests. The 
secured notes of the CLO have contractual recourse only to the related assets of the CLO and are classified as 
financial liabilities. The consolidation and deconsolidation of these investment products have no impact on net 
income attributable to stockholders. Our risk with respect to these investments is limited to our beneficial 
interests in these products. We have no right to the benefits from, and do not bear the risks associated with, these 
investment products beyond our investments in, and fees generated from, these products. See Note 18 of our 
consolidated financial statements for additional information related to the consolidation of sponsored investment 
products and the investment product. Intercompany accounts and transactions have been eliminated as a result of 
consolidation. 


Fair Value Measurements and Fair Value of Financial Instruments 


The Financial Accounting Standards Board (“FASB”) defines fair value as the price that would be received 
to sell an asset, or paid to transfer a liability, in an orderly transaction between market participants at the 
measurement date. Accounting Standards Codification (“ASC”) 820, Fair Value Measurements and Disclosures, 
establishes a framework for measuring fair value and a valuation hierarchy based upon the transparency of inputs 
used in the valuation of an asset or liability. Classification within the hierarchy is based upon the lowest level of 
input that is significant to the fair value measurement. The valuation hierarchy contains three levels as follows: 


Level | — Quoted prices for identical instruments in active markets. Level | assets and liabilities may 
include debt securities and equity securities that are traded in an active exchange market. 


Level 2 — Quoted prices for similar instruments in active markets; quoted prices for identical or similar 
instruments in markets that are not active; and model-derived valuations in which all significant inputs and 
significant value drivers are observable in active markets. Level 2 inputs may include observable market 
data such as closing market prices provided by independent pricing services after considering factors such 
as the yields or prices of comparable investments of comparable quality, coupon, maturity, call rights and 
other potential prepayments, terms and type, reported transactions, indications as to values from dealers and 
general market conditions. In addition, pricing services may determine the fair value of equity securities 
traded principally in foreign markets when it has been determined that there has been a significant trend in 
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the U.S. equity markets or in index futures trading. Level 2 assets and liabilities may include debt and equity 
securities, purchased loans and over-the-counter derivative contracts whose fair value is determined using a 
pricing model without significant unobservable market data inputs. 


Level 3 — Valuations derived from valuation techniques in which one or more significant inputs or 
significant value drivers are unobservable in active exchange markets. 


The following is a discussion of the valuation methodologies used for the Company’s assets measured at fair 
value. 


Sponsored funds represent investments in open-end mutual funds, variable insurance funds and closed-end 
funds for which we act as the investment manager. The fair value of open-end mutual funds and variable 
insurance funds is determined based on their published net asset values and are categorized as Level 1. The fair 
value of closed-end funds is determined based on the official closing price on the exchange on which they are 
traded and are categorized as Level 1. 


Equity securities include securities traded on active markets and are valued at the official closing price 
(typically last sale or bid) on the exchange on which the securities are primarily traded and are categorized as 
Level 1. 


Nonqualified retirement plan assets represent mutual funds within a nonqualified retirement plan whose fair 
value is determined based on their published net asset value and are categorized as Level 1. 


Investments of consolidated sponsored investment products represent the underlying debt and equity 
securities held in sponsored products which we consolidate. Equity securities are valued at the official closing 
price on the exchange on which the securities are traded and are categorized within Level |. Level 2 investments 
include certain equity securities for which closing prices are not readily available or are deemed to not reflect 
readily available market prices and are valued using an independent pricing service as well as most debt 
securities which are valued based on quotations received from independent pricing services or from dealers who 
make markets in such securities. Pricing services do not provide pricing for all securities, and therefore indicative 
bids from dealers are utilized, which are based on pricing models used by market makers in the security and are 
also included within Level 2. Level 3 investments include debt securities that are not widely traded, are illiquid 
and are priced by dealers based on pricing models used by market makers in the security. 


Investments of consolidated investment product represent the underlying debt securities held in the 
sponsored product which are consolidated by the Company. Bank loan investments include debt securities, which 
are generally valued at the average mid-point of bid and ask quotations obtained from a third-party pricing 
service. Fair value may also be based upon valuations obtained from independent third-party brokers or dealers 
utilizing matrix pricing models that consider information regarding securities with similar characteristics. In 
certain instances, fair value has been determined utilizing discounted cash flow analyses or single broker 
non-binding quotes. Depending on the nature of the inputs, these assets are classified as Level 1, 2 or 3 within the 
fair value measurement hierarchy. 


Notes payable of consolidated investment product represents notes issued by the CLO and are measured 
using the measurement alternative in ASU 2014-13. Accordingly, the fair value of CLO liabilities was measured 
as the fair value of CLO assets less the sum of (a) the fair value of the beneficial interests held by the Company 
and (b) the carrying value of any beneficial interests that represent compensation for services. 


Cash and cash equivalents, accounts receivable, accounts payable and accrued liabilities equal or 


approximate fair value based on the short-term nature of these instruments. Marketable securities are reflected in 
the consolidated financial statements at fair value based upon publicly quoted market prices. 
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Goodwill 


As of December 31, 2016, the carrying value of goodwill was $6.8 million. Goodwill represents the excess 
of the purchase price of acquisitions over the fair value of identified net assets and liabilities acquired. We 
perform goodwill impairment tests annually, or more frequently, should circumstances change, which could 
reduce the fair value below its carrying value. We have determined that we have only one reporting unit for 
purposes of assessing the carrying value of goodwill. Goodwill impairment testing is performed whenever events 
or changes in circumstances indicated that the carrying amount may not be recoverable. If we determine that the 
carrying value of the reporting unit is less than the fair value, the second step of the goodwill impairment test will 
be performed to measure the amount of impairment loss, if any. We completed our annual goodwill impairment 
assessment as of October 31, 2016, and no impairment was identified. For purposes of this assessment, we 
considered various qualitative factors, including but not limited to certain indicators of fair value (i.e., market 
capitalization and market multiplies for asset management businesses), and we determined that it was more likely 
than not that the fair value of our reporting unit was greater than its carrying value. Only a significant decline in 
the fair value of our reporting unit would indicate that an impairment may exist. 


Indefinite-Lived Intangible Assets 


As of December 31, 2016, the carrying value of indefinite-lived intangible assets was $34.8 million. 
Indefinite-lived intangible assets are comprised of acquired, closed-end and exchange traded fund investment 
advisory contracts. We perform indefinite-lived intangible asset impairment tests annually, or more frequently, 
should circumstances change, which could reduce the fair value of indefinite-lived intangible assets below their 
carrying value. We completed our annual indefinite-lived intangible asset impairment assessment as of 
October 31, 2016, and no impairments were identified. For purposes of this assessment, we considered various 
qualitative factors for the investment advisory contracts related to the indefinite-lived intangible assets, including 
but not limited to (1) the growth in our assets under management, (2) the positive operating margins and (3) the 
positive cash flows generated, and we determined that it was more likely than not that the fair value of indefinite- 
lived intangible assets goodwill was greater than their carrying value. Only a significant decline in the fair value 
of our indefinite-lived intangible assets would indicate that an impairment may exist. 


Definite-Lived Intangible Assets 


As of December 31, 2016, the carrying value of definite-lived intangible assets was $3.6 million. Definite- 
lived intangible assets are comprised of acquired investment advisory contracts. We monitor the useful lives of 
definite-lived intangible assets and revise the useful lives, if necessary, based on the circumstances. Significant 
judgment is required in estimating the period that these assets will contribute to our cash flows and the pattern 
over which these assets will be consumed. A change in the remaining useful life of any of these assets could have 
a significant impact on our amortization expense. All amortization expense is calculated on a straight-line basis. 
For definite-lived intangible assets, impairment testing is performed whenever events or changes in 
circumstances indicate that the carrying amount may not be recoverable. If we determine the carrying value of 
the definite-lived intangible assets is less than the sum of the undiscounted cash flows expected to result from the 
asset, we will quantify the impairment using a discounted cash flow model. 


Revenue Recognition 


Investment management fees, distribution and service fees and administration and transfer agent fees are 
recorded as revenues during the period in which services are performed. Investment management fees are earned 
based upon a percentage of assets under management and are paid pursuant to the terms of the respective 
investment management contracts, which generally require monthly or quarterly payment. We account for 
investment management fees in accordance with ASC 605, Revenue Recognition, and have recorded our 
management fees net of fees paid to unaffiliated subadvisers. We consider the nature of our contractual 
arrangements in determining whether to recognize revenue based on the gross amount billed or net amount 
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retained. We have evaluated the factors in ASC 605-45 in determining whether to record revenue on a gross or 
net basis with significant weight placed on: (i) if we are the primary obligor in the arrangement; and (ii) if we 
have latitude in establishing price. Amounts paid to unaffiliated subadvisers for the years ended December 31, 
2016, 2015 and 2014 were $47.2 million, $76.4 million and $124.4 million, respectively. 


Investment management fees are calculated based on our assets under management. We rely on data 
provided to us by service providers to our mutual funds in the pricing of assets under management which are not 
reflected within our consolidated financial statements. Our mutual funds and the service providers to the funds 
we manage have formal valuation policies and procedures over the valuation of investments. As of December 31, 
2016, our total assets under management by fair value hierarchy level as defined by ASC 820, Fair Value 
Measurements and Disclosures, was approximately 67.1% Level 1, 32.8% Level 2 and 0.1% Level 3. 


Distribution and service fees are earned based on a percentage of assets under management and are paid 
monthly pursuant to the terms of the respective distribution and service fee contracts. 


Administration and transfer agent fees consist of fund administration fees, transfer agent fees and fiduciary 
fees. Fund administration fees are earned based on the average daily assets in the funds. Transfer agent fees are 
earned based on the average daily assets in the funds. Fiduciary fees are recorded monthly based on the number 
of 401(k) accounts. We utilize outside service providers to perform some of the functions related to fund 
administration and shareholder services. 


Other income and fees consist primarily of redemption income on the early redemption of certain share 
classes of mutual funds and brokerage commissions and fees earned for the distribution of nonaffiliated products. 
Commissions earned (and related expenses) are recorded on a trade date basis and are computed based upon 
contractual agreements. 


Accounting for Income Taxes 


We account for income taxes in accordance with ASC 740, Income Taxes, which requires recognition of the 
amount of taxes payable or refundable for the current year, as well as deferred tax liabilities and assets for the 
future tax consequences of events that have been included in our financial statements or tax returns. Deferred tax 
liabilities and assets result from differences between the book value and tax basis of our assets, liabilities and 
carry-forwards, such as net operating losses or tax credits. We recognize the tax benefit from an uncertain tax 
position only if it is more likely than not that the tax position will be sustained, based on the technical merits of 
the position. The tax benefits recognized in the financial statements from such a position are measured based on 
the largest benefit that has a greater than 50% likelihood of being realized upon ultimate settlement. Our policy is 
to record interest and penalties related to income taxes as a component of income tax expense. 


Significant judgment is required in determining the provision for income taxes and, in particular, any 
valuation allowance that is recorded against our deferred tax assets. Our methodology for determining the 
realizability of deferred tax assets includes consideration of taxable income in prior carryback year(s) if 
carryback is permitted under the tax law, as well as consideration of the reversal of deferred tax liabilities that are 
in the same period and jurisdiction and are of the same character as the temporary differences that gave rise to the 
deferred tax assets. Our methodology also includes estimates of future taxable income from our operations, as 
well as the expiration dates and amounts of carryforwards related to net operating losses and capital losses. These 
estimates are projected through the life of the related deferred tax assets based on assumptions that we believe to 
be reasonable and consistent with demonstrated operating results. Changes in future operating results not 
currently forecasted may have a significant impact on the realization of deferred tax assets. Valuation allowances 
are provided when it is determined that it is more likely than not that the benefit of deferred tax assets will not be 
realized. 
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Loss Contingencies 


The likelihood that a loss contingency exists is evaluated using the criteria of ASC 450, Loss Contingencies, 
and an accrued liability is recorded if the likelihood of a loss is considered both probable and reasonably 
estimable at the date of the consolidated financial statements. 


We believe that we have considered relevant circumstances that we may be currently subject to, and the 


consolidated financial statements accurately reflect our reasonable estimate of the results of our operations, 
financial condition and cash flows for the years presented. 
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Item 7A. Quantitative and Qualitative Disclosures About Market Risk. 
Market Risk 


Substantially all of our revenues are derived from investment management, distribution and service and 
administration and transfer agent fees, which are based on the market value of assets under management. 
Accordingly, a decline in the value of securities would cause our revenues and income to decline due to a 
decrease in the value of the assets under management. In addition, a decline in security prices could cause our 
clients to withdraw their investments in favor of other investments offering higher returns or lower risk, which 
would cause our revenues and income to decline. 


We are also subject to market risk due to a decline in the market value of our investments, which consist of 
marketable securities, our net interests in consolidated sponsored investment products and our net interest in a 
consolidated investment product. The following table summarizes the impact of a 10% increase or decrease in 
the fair values of these financial instruments: 


December 31, 2016 


$ in thousands Fair Value 10% Change 
Marketable Securities - Available for Sale (a) ........ $ 3,415 $ 342 
Marketable Securities - Trading (b) ................ 71,492 7,149 
Our net interests in Consolidated Sponsored Investment 

POGUCKS CC) scciet hewasts ataraes cat Sue ndheem nerd Manseedepat ee ae arcke 108,604 10,860 
Our net interest in Consolidated Investment 

PIOdUct (6): sesydsa hacks Ve ab dd wv Glece daca BRS 25,668 2,567 
Total Investments subject to Market Risk $209,179 $20,918 


(a) Any gains or losses arising from changes in the fair value of available-for-sale investments are recognized in 
accumulated other comprehensive income, net of tax, until the investment is sold or otherwise disposed of, 
or if the investment is determined to be other-than-temporarily impaired, at which time the cumulative gain 
or loss previously reported in equity is included in income. We evaluate the carrying value of investments 
for impairment on a quarterly basis. In our impairment analysis, we take into consideration numerous 
criteria, including the duration and extent of any decline in fair value and our intent and ability to hold the 
security for a period of time sufficient for a recovery in value. If the decline in value is determined to be 
other-than-temporary, the carrying value of the security is generally written down to fair value through the 
Consolidated Statement of Operations. If such a 10% decrease in fair value were to occur, it would not 
result in an other-than-temporary impairment charge that would be material to our pre-tax earnings. 

(b) Ifsuch a 10% increase or decrease in fair values were to occur, the change of these trading investments 
would result in a corresponding increase or decrease in our pre-tax earnings. 

(c) These represent our direct investments in investment products that are consolidated. Upon consolidation, 
these direct investments are eliminated, and the assets and liabilities of the consolidated investment product 
and consolidated sponsored investment products are consolidated in the Consolidated Balance Sheet, 
together with a noncontrolling interest balance representing the portion of the consolidated investment 
product or consolidated sponsored investment products owned by third parties. If a 10% increase or 
decrease in the fair values of our direct investments in the consolidated investment product and consolidated 
sponsored investment products were to occur, it would result in a corresponding increase or decrease in our 
pre-tax earnings. 


Interest Rate Risk 


Interest rate risk is the risk that the fair value of future cash flows of a financial instrument will fluctuate 
because of changes in market interest rates. At December 31, 2016, we were exposed to interest rate risk as a 
result of approximately $166.2 million in investments in fixed and floating rate income funds/vehicles in which 
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we have invested and which includes our net interests in consolidated sponsored investment products and our 
consolidated investment product. We considered a hypothetical 100 basis point change in interest rates and 
determined that the fair value of our fixed income investments would change by an estimated $4.5 million. 


At December 31, 2016, we had $30.0 million outstanding under our Credit Facility. Amounts outstanding 
under the Credit Facility bear interest at an annual rate equal to, at our option, either LIBOR for interest periods 
of one, two, three or six months or an alternate base rate (as defined in the Credit Facility agreement), plus, in 
each case, an applicable margin, that ranges from 0.75% to 2.25%. 


At December 31, 2016, we had $328.8 million outstanding of notes payable of our consolidated investment 
product. The notes bear interest at an annual rate equal to the average LIBOR rate for interest periods of three 
months and six months plus, in each case, an applicable margin, that ranges from 1.00% to 8.75%. 


Item 8. _‘ Financial Statements and Supplementary Data. 


The audited Consolidated Financial Statements, including the Report of Independent Registered Public 
Accounting Firm and the required supplementary quarterly information, required by this item are presented under 
Item 15 beginning on page F-1. 


Item 9. Changes in and Disagreements With Accountants on Accounting and Financial Disclosure. 


None. 


Item 9A. Controls and Procedures. 
Evaluation of Disclosure Controls and Procedures 


We maintain disclosure controls and procedures designed to ensure that information required to be disclosed 
in reports filed or submitted under the Exchange Act, is recorded, processed, summarized and reported within the 
time periods specified in the SEC’s rules and forms and that such information is accumulated and communicated 
to management, including our Chief Executive Officer and Chief Financial Officer, as appropriate, to allow 
timely decisions regarding required disclosure. Any controls and procedures, no matter how well designed and 
operated, can provide only reasonable assurance of achieving the desired control objectives. 


Our management, with the participation of our Chief Executive Officer and our Chief Financial Officer, 
evaluated the effectiveness of our disclosure controls and procedures (as defined in Rules 13a-15(e) or 15d-15(e) 
of the Exchange Act) as of the end of the period covered by this Annual Report on Form 10-K. Based on their 
evaluation, our Chief Executive Officer and Chief Financial Officer concluded that the Company’s disclosure 
controls and procedures were effective at the reasonable assurance level as of December 31, 2016, the end of the 
period covered by this Annual Report on Form 10-K. 


Changes in Internal Control over Financial Reporting 


There have been no changes in our internal control over financial reporting (as defined in Rule 13a-15(f) or 
15d-15(f) under the Exchange Act) that occurred during the period covered by the fourth quarter of fiscal 2016 
that have materially affected, or are reasonably likely to materially affect, our internal control over financial 
reporting. 


Management’s Report on Internal Control over Financial Reporting 


Our management, with the participation of our Chief Executive Officer and Chief Financial Officer, is 
responsible for establishing and maintaining adequate internal control over financial reporting, as defined in 
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Rules 13a-15(f) or 15d-15(f) of the Exchange Act. Because of its inherent limitations, internal control over 
financial reporting may not prevent or detect misstatements. Projections of any evaluation of effectiveness to 
future periods are subject to the risk that controls may become inadequate because of changes in conditions, or 
that the degree of compliance with the policy or procedures may deteriorate. Under the supervision and with the 
participation of our management, including our Chief Executive Officer and Chief Financial Officer, we have 
conducted an evaluation of the effectiveness of our internal control over financial reporting as of December 31, 
2016 based upon the Internal Control-Integrated Framework (2013) framework issued by the Committee of 
Sponsoring Organizations of the Treadway Commission. Based on this evaluation, management, including our 
Chief Executive Officer and Chief Financial Officer, has concluded that our internal control over financial 
reporting was effective as of December 31, 2016. 


The effectiveness of our internal control over financial reporting as of December 31, 2016 has been audited 
by PricewaterhouseCoopers LLP, our independent registered public accounting firm, as stated in their report, 
which is included in Item 15 of this Annual Report on Form 10-K. 


Item 9B. Other Information. 


On February 22, 2017, the Compensation Committee approved a special one-time Performance Share 
Award (PSUs) to the Company’s executive officers in recognition of the significant effort and leadership 
required in connection with the anticipated closing and integration of the RidgeWorth Acquisition. Additionally, 
the Board of Directors approved a special one-time Performance Share Award for the CEO; this award was also 
granted in recognition of the anticipated closing and integration of the RidgeWorth Acquisition. The PSUs were 
awarded under the Company’s Amended and Restated Omnibus Incentive and Equity Plan. 


George R. Aylward, the Company’s President and Chief Executive Officer, Michael A. Angerthal, the 
Company’s Executive Vice President, Chief Financial Officer and Treasurer, Francis G. Waltman, the 
Company’s Executive Vice President and Head of Product Management, Barry M. Mandinach, the Company’s 
Executive Vice President and Head of Distribution, and Mark S. Flynn, the Company’s Executive Vice President, 
General Counsel and Secretary, received awards with a grant date fair value equal to $1,000,000, $600,000, 
$600,000, $400,000 and $300,000, respectively. The PSUs will vest in equal installments on the first and second 
anniversary of the grant date, subject to (1) the closing of the RidgeWorth Acquisition and (2) the integration of 
the RidgeWorth Acquisition prior to the first anniversary of the grant date. 
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PART Ill 


Item 10. Directors, Executive Officers and Corporate Governance. 


The information concerning the Company’s directors and nominees under the caption “Item 1—Election of 
Directors,” information concerning the Audit Committee and the “audit committee financial expert” under the 
caption “Corporate Governance—Audit Committee,” information concerning the Company’s executive officers 
under the caption “Executive Officers,” and the information under the caption “Section 16(a) Beneficial 
Ownership Reporting Compliance” in the Company’s Proxy Statement for the Company’s 2017 Annual Meeting 
of Shareholders, are incorporated herein by reference. 


The Company has adopted a Code of Conduct that applies to the Company’s Chief Executive Officer, senior 
financial officers and all other Company employees, officers and Board members. The Code of Conduct is 
available in the Corporate Governance section of the Company’s Investor Relations website, http://ir.virtus.com, 
and is available in print to any person who requests it. Any substantive amendment to the Code of Conduct and 
any waiver in favor of a Board member or an executive officer may only be granted by the Board of Directors 
and will be publicly disclosed in the Corporate Governance section of the Company’s Investor Relations website, 
http://ir.virtus.com. 


The information concerning procedures by which shareholders may recommend director nominees set forth 
under the caption “Corporate Governance—Governance Committee—Director Nomination Process” in the 
Company’s Proxy Statement for the Company’s 2017 Annual Meeting of Shareholders is incorporated herein 
by reference. 


Item 11. Executive Compensation. 


The information relating to executive compensation and the Company’s policies and practices as they relate 
to the Company’s risk management is set forth under the captions “Executive Compensation,” “Director 
Compensation,” “Corporate Governance—Compensation Committee—Risks Related to Compensation Policies 
and Practices” and “Corporate Governance—Compensation Committee—Compensation Committee Interlocks 
and Insider Participation” in the Company’s Proxy Statement for the Company’s 2017 Annual Meeting of 
Shareholders and is incorporated herein by reference. The information included under the caption “Executive 
Compensation—Report of the Compensation Committee” in the Company’s Proxy Statement for the Company’s 
2017 Annual Meeting of Shareholders is incorporated herein by reference but shall be deemed “furnished” (and 
not “filed”’) with this report. 


Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder 
Matters. 


The information set forth under the caption “Security Ownership by Certain Beneficial Owners and 
Management” in the Company’s Proxy Statement for the Company’s 2017 Annual Meeting of Shareholders is 
incorporated herein by reference. 


57 


The following table sets forth information as of December 31, 2016 with respect to compensation plans 
under which shares of our common stock may be issued: 


EQUITY COMPENSATION PLAN INFORMATION 


Number of 
securities remaining 
Number of available for future 
securities to be issuance 
issued Weighted-average under equity 
upon exercise of exercise price of | compensation plans 
outstanding outstanding (excluding 
options, warrants options, warrants securities reflected 
Plan Category and rights and rights (1) in column 
Equity compensation plans approved by security 
HOIGETS: (2) sen idsiekege wnat HLS eet ad ewe eae ae 439,981 $17.77 749,178 
Equity compensation plans not approved by security 
NOIDELS ieee gedidun ered teed acaoearee Geared wea — — _ 
TOtal nc bape edie ad baad ad odes Gaede aks 439,981 $17.77 749,178 


(1) The weighted-average exercise price set forth in this column is calculated excluding outstanding restricted 
stock unit awards (“RSUs”) since recipients of such awards are not required to pay an exercise price to 
receive the shares subject to these awards. 

(2) Represents 137,157 shares of common stock issuable upon the exercise of stock options and 302,824 shares 
of our common stock issuable upon the vesting of RSUs outstanding under the Company’s Omnibus 
Incentive and Equity Plan (the “Omnibus Plan”). Of the 2,400,000 maximum number of shares of our 
common stock authorized for issuance under the Omnibus Plan, 87,616 shares of common stock have been 
issued on a cumulative basis in the form of direct grants to directors. 


Item 13. Certain Relationships and Related Transactions, and Director Independence. 


The information set forth under the captions “Corporate Governance—Transactions with Related Persons” 
and “Corporate Governance—Director Independence” in the Company’s Proxy Statement for the Company’s 
2017 Annual Meeting of Shareholders is incorporated herein by reference. 


Item 14. Principal Accounting Fees and Services. 


The information regarding auditors fees and services and the Company’s pre-approval policies and 
procedures for audit and non-audit services to be provided by the Company’s independent registered public 
accounting firm set forth under the caption “Item 2—Ratification of the Appointment of the Independent 
Registered Public Accounting Firm” in the Company’s Proxy Statement for the 2017 Annual Meeting of 
Shareholders is incorporated herein by reference. 


58 


PART IV 


Item 15. Exhibits, Financial Statement Schedules. 


(a)(1) Financial Statements: The following Report of Independent Registered Public Accounting Firm and 
Consolidated Financial Statements of Virtus are included in this Annual Report: 


Report of Independent Registered Public Accounting Firm 
Consolidated Balance Sheets as of December 31, 2016 and 2015 
Consolidated Statements of Operations for the Years Ended December 31, 2016, 2015 and 2014 


Consolidated Statements of Comprehensive Income for the Years Ended December 31, 2016, 2015 
and 2014 


Consolidated Statements of Changes in Stockholders’ Equity for the Years Ended December 31, 
2016, 2015 and 2014 


Consolidated Statements of Cash Flows for the Years Ended December 31, 2016, 2015 and 2014 
Notes to Consolidated Financial Statements 


(a)(2) Financial Statement Schedules: 


All financial statement schedules have been omitted because the required information is either presented in 
the consolidated financial statements or the notes thereto or is not applicable or required. 
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(a)(3) Exhibits: 


The following exhibits are filed herewith or incorporated herein by reference: 


Exhibit 
Number 


(2) 
2.1 


2.2 


(3) 
3.1 


3.2 


3.3 


3.4 


3 


3.6 


(4) 


10.3 


Exhibit Description 


Plan of Acquisition, Reorganization, Arrangement, Liquidation or Succession 


Separation Agreement, Plan of Reorganization and Distribution by and between The Phoenix 
Companies, Inc. and the Registrant, dated as of December 18, 2008 (incorporated by reference to 
Exhibit 2.1 of the Registrant’s Amendment No. 4 to Form 10, filed December 19, 2008). 


Agreement and Plan of Merger dated as of December 16, 2016 among the Registrant, 100 Pearl 
Street 2, LLC, Lightyear Fund III, AIV-2, L.P., and RidgeWorth Holdings LLC (incorporated by 
reference to Exhibit 2.1 to the Registrant’s Current Report on Form 8-K filed December 22, 2016). 


Articles of Incorporation and Bylaws 


Amended and Restated Certificate of Incorporation of the Registrant, dated December 18, 2008 
(incorporated by reference to Exhibit 3.1 of the Registrant’s Amendment No. 4 to Form 10, filed 
December 19, 2008). 


Amended and Restated Bylaws of the Registrant, as adopted on January 28, 2010 (incorporated by 
reference to Exhibit 3.1 of the Registrant’s Current Report on Form 8-K, filed February 2, 2010). 


Certificate of Designations of Series A Non-Voting Convertible Preferred Stock and Series B Voting 
Convertible Preferred Stock of the Registrant, dated October 31, 2008 (incorporated by reference to 
Exhibit 4.2 of the Registrant’s Amendment No. 2 to Form 10, filed November 14, 2008). 


Certificate of Amendment of the Certificate of Designations of Series A Non-Voting Convertible 
Preferred Stock and Series B Voting Convertible Preferred Stock of the Registrant (incorporated by 
reference to Exhibit 3.1 of the Registrant’s Quarterly Report on Form 10-Q, filed August 13, 2009). 


Certificate of Designations of Series C Junior Participating Preferred Stock of the Registrant, dated 
December 29, 2008 (incorporated by reference to Exhibit 3.1 of the Registrant’s Current Report on 
Form 8-K, filed January 2, 2009). 


Certificate of Designations of 7.25% Series D Mandatory Convertible Preferred Stock of the 
Registrant (incorporated by reference to Exhibit 3.1 of the Registrant’s Current Report on Form 8-K, 
filed February 1, 2017). 


Instruments Defining the Rights of Security Holders including Indentures 


Specimen 7.25% Series D Mandatory Convertible Preferred Stock share certificate (incorporated by 
reference to Exhibit 4.1 of the Company’s Current Report on Form 8-K, filed on February 1, 2017) 


Material Contracts 


Transition Services Agreement by and between The Phoenix Companies, Inc. and the Registrant, 
dated as of December 18, 2008 (incorporated by reference to Exhibit 10.1 of the Registrant’s 
Amendment No. 4 to Form 10, filed December 19, 2008). 


Tax Separation Agreement by and between The Phoenix Companies, Inc. and the Registrant, dated 
December 18, 2008 (incorporated by reference to Exhibit 10.2 of the Registrant’s Amendment No. 4 
to Form 10, filed December 19, 2008). 


Amendment to Tax Separation Agreement, dated April 8, 2009, by and between The Phoenix 
Companies, Inc. and the Registrant, dated as of December 18, 2008 (incorporated by reference to 
Exhibit 10.15 of the Registrant’s Annual Report on Form 10-K, filed April 10, 2009). 
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Exhibit 
Number 


10.4 


*=10:5 


*10.6 


*10.7 


*10.8 


*10.9 


*10.10 


*10.11 


*10.12 


10.13 


10.14 


*10.15 


*10.16 


10.17 


Exhibit Description 


Employee Matters Agreement by and between The Phoenix Companies, Inc. and the Registrant, 
dated December 18, 2008 (incorporated by reference to Exhibit 10.3 of the Registrant’s Amendment 
No. 4 to Form 10, filed December 19, 2008). 


Change in Control Agreement between George R. Aylward and the Registrant, effective as of 
December 31, 2008 (incorporated by reference to Exhibit 10.4 of the Registrant’s Amendment No. 4 
to Form 10, filed December 19, 2008). 


Amended and Restated Virtus Investment Partners, Inc. Omnibus Incentive and Equity Plan, 
effective as of January 1, 2014 (incorporated by reference to Exhibit 10.1 of the Registrant’s 
Form 8-K, filed May 26, 2016). 


Virtus Investment Partners, Inc. Non-Qualified Excess Investment Plan, effective as of November 1, 
2008 (incorporated by reference to Exhibit 10.6 of the Registrant’s Amendment No. 2 to Form 10, 
filed November 14, 2008). 


First Amendment to the Virtus Investment Partners, Inc. Non-Qualified Excess Investment Plan, 
effective as of February 1, 2010 (incorporated by reference to Exhibit 10.1 of the Registrant’s 
Quarterly Report on Form 10-Q, filed May 4, 2010). 


Virtus Investment Partners, Inc. Amended and Restated Executive Severance Allowance Plan, 
effective as of February 2, 2009 (incorporated by reference to Exhibit 10.1 of the Registrant’ s 
Current Report on Form 8-K, filed February 4, 2009). 


Form of Non-Qualified Stock Option Agreement under the Virtus Investment Partners, Inc. Omnibus 
Incentive and Equity Plan (incorporated by reference to Exhibit 10.4 of the Registrant’s Quarterly 
Report on Form 10-Q, filed May 13, 2009). 


Form of Restricted Stock Units Agreement under the Virtus Investment Partners, Inc. Omnibus 
Incentive and Equity Plan (incorporated by reference to Exhibit 10.5 of the Registrant’s Quarterly 
Report on Form 10-Q, filed May 13, 2009). 


Form of Performance Share Units Agreement under the Virtus Investment Partners, Inc. Omnibus 
Incentive and Equity Plan (incorporated by reference to Exhibit 10.30 of the Registrant’s Quarterly 
Report on Form 10-Q, filed August 5, 2011). 


Credit Agreement, dated as of September 30, 2016 among the Registrant, as Borrower, the Lenders 
Party Thereto, PNC Bank, National Association, as Syndication Agent, and The Bank of New York 
Mellon, as Administrative Agent, as Swingline Lender and as Issuing Bank. 


Guarantee Agreement among the Registrant, Each Of The Subsidiary Guarantors Party Thereto and 
The Bank of New York Mellon, as Administrative Agent, dated as of September 30, 2016 
(incorporated by reference to Exhibit 10.2 of the Registrant’s Current Report on Form 10-K, filed 
October 5, 2016). 


Form of Indemnity Agreement (incorporated by reference to Exhibit 10.4 to the Registrant’s 
Quarterly Report on Form 10-Q, filed November 4, 2009). 


Offer Letter from the Registrant to Mark S. Flynn dated December 9, 2010 (incorporated by 
reference to Exhibit 10.31 of the Registrant’s Annual Report on Form 10-K, filed March 1, 2012). 


Stock Purchase Agreement, dated October 27, 2016, between Bank of Montreal Holding Inc. and 
Virtus Investment Partners, Inc. (incorporated by reference to Exhibit 10.1 to the Registrant’s 
Current Report on Form 8-K filed October 27, 2016). 
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Exhibit 
Number Exhibit Description 


10.18 Commitment Letter, dated as of December 16, 2016, among Barclays Bank PLC, Morgan Stanley 
Senior Funding, Inc. and Virtus Investment Partners, Inc. (incorporated by reference to Exhibit 10.1 
to the Registrant’s Current Report on Form 8-K filed December 22, 2016). 


(21) Subsidiaries of the Registrant 

21.1 Virtus Investment Partners, Inc., Subsidiaries List. 

(23) Consents of Experts and Counsel 

23.1 Consent of Independent Registered Public Accounting Firm. 

31.1 Certifications of Registrant’s Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley 
Act of 2002. 

31.2 Certifications of Registrant’s Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley 
Act of 2002. 

32.1 Certifications of Registrant’s Chief Executive Officer and Chief Financial Officer pursuant to 


Section 906 of the Sarbanes-Oxley Act of 2002. 


101 The following information formatted in XBRL (Extensible Business Reporting Language): 
(i) Consolidated Balance Sheets as of December 31, 2016 and December 31, 2015, (11) Consolidated 
Statements of Operations for the years ended December 31, 2016, 2015 and 2014, (iii) Consolidated 
Statements of Comprehensive Income for the years ended December 31, 2016, 2015 and 2014, 
(iv) Consolidated Statements of Cash Flows for the years ended December 31, 2016, 2015 and 2014 
(v) Consolidated Statements of Changes in Stockholders’ Equity for the years ended December 31, 
2016, 2015 and 2014 and (iv) Notes to Consolidated Financial Statements. 


> 


* Management contract, compensatory plan or arrangement. 


The agreements and other documents filed as exhibits to this report are not intended to provide factual 
information or other disclosure other than the terms of the agreements or other documents themselves, and you 
should not rely on them for that purpose. In particular, any representations and warranties made by the Company 
in these agreements or other documents were made solely within the specific context of the relevant agreement or 
document and may not describe the actual state of affairs at the date they were made or at any other time. 


Item 16. Form 10-K Summary. 


None. 
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SIGNATURES 


Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant 
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized. 


Dated: February 27, 2017 


Virtus Investment Partners, Inc. 


By: /s/_ MICHAEL A. ANGERTHAL 


Michael A. Angerthal 
Executive Vice President 
Chief Financial Officer 
(Principal Financial Officer and Principal Accounting Officer) 


Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by 
the following persons on behalf of the registrant and in the capacities indicated as of February 27, 2017. 


/S/ MARK C. TREANOR /s/_ GEORGE R. AYLWARD 
Mark C. Treanor George R. Aylward 
Director and Non-Executive Chairman President, Chief Executive Officer and Director 


(Principal Executive Officer) 


/s/__ JAMES R. BAIO /s/_ SUSAN S. FLEMING 
James R. Baio Susan S. Fleming 
Director Director 
/s/_ Timotuy A. HOLT /s/_ SHEILA HOODA 
Timothy A. Holt Sheila Hooda 
Director Director 
/s/_ MELopy L. JONES /s/_ STEPHEN T. ZARRILLI 
Melody L. Jones Stephen T. Zarrilli 
Director Director 


/s/_ MICHAEL A. ANGERTHAL 


Michael A. Angerthal 
Chief Financial Officer 
(Principal Financial Officer and Principal Accounting Officer) 
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Report of Independent Registered Public Accounting Firm 
To the Board of Directors and Stockholders of Virtus Investment Partners, Inc. 


In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of 
operations, comprehensive income, changes in stockholders’ equity and cash flows present fairly, in all material 
respects, the financial position of Virtus Investment Partners, Inc. and its subsidiaries at December 31, 2016 and 
2015, and the results of their operations and their cash flows for each of the three years in the period ended 
December 31, 2016 in conformity with accounting principles generally accepted in the United States of America. 
Also in our opinion, the Company maintained, in all material respects, effective internal control over financial 
reporting as of December 31, 2016, based on criteria established in the Internal Control—Integrated Framework 
(2013) issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). The 
Company’s management is responsible for these financial statements, for maintaining effective internal control 
over financial reporting and for its assessment of the effectiveness of internal control over financial reporting, 
included in Management’s Report on Internal Control over Financial Reporting appearing under Item 9A. Our 
responsibility is to express opinions on these financial statements and on the Company’s internal control over 
financial reporting based on our integrated audits. We conducted our audits in accordance with the standards of 
the Public Company Accounting Oversight Board (United States). Those standards require that we plan and 
perform the audits to obtain reasonable assurance about whether the financial statements are free of material 
misstatement and whether effective internal control over financial reporting was maintained in all material 
respects. Our audits of the financial statements included examining, on a test basis, evidence supporting the 
amounts and disclosures in the financial statements, assessing the accounting principles used and significant 
estimates made by management, and evaluating the overall financial statement presentation. Our audit of internal 
control over financial reporting included obtaining an understanding of internal control over financial reporting, 
assessing the risk that a material weakness exists, and testing and evaluating the design and operating 
effectiveness of internal control based on the assessed risk. Our audits also included performing such other 
procedures as we considered necessary in the circumstances. We believe that our audits provide a reasonable 
basis for our opinions. 


A company’s internal control over financial reporting is a process designed to provide reasonable assurance 
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in 
accordance with generally accepted accounting principles. A company’s internal control over financial reporting 
includes those policies and procedures that (i) pertain to the maintenance of records that, in reasonable detail, 
accurately and fairly reflect the transactions and dispositions of the assets of the company; (ii) provide reasonable 
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance 
with generally accepted accounting principles, and that receipts and expenditures of the company are being made 
only in accordance with authorizations of management and directors of the company; and (iii) provide reasonable 
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the 
company’s assets that could have a material effect on the financial statements. 


Because of its inherent limitations, internal control over financial reporting may not prevent or detect 
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that 
controls may become inadequate because of changes in conditions, or that the degree of compliance with the 
policies or procedures may deteriorate. 


/s/ PricewaterhouseCoopers LLP 


Hartford, Connecticut 
February 27, 2017 
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Virtus Investment Partners, Inc. 
Consolidated Balance Sheets 


December 31, December 31, 


2016 2015 
Assets: 
Cash and'cashiequivalents® s..hcieisc sco cade bed sed ds ada kena Vee bade e add $ 64,588 $ 87,574 
INVESHMENtS $s seis ca ceetaet ddan ces. ee 2a BORA AE RAM d a A A eee Saabs 89,371 56,738 
Accounts receivable, net... 0.0.0... eee t ene e en ees 35,879 38,757 
Assets of consolidated sponsored investment products 
Cash of consolidated sponsored investment products ........... 0... c ee ee eee eee 3,650 1,513 
Cash pledged or on deposit of consolidated sponsored investment products ......... 984 10,353 
Investments of consolidated sponsored investment products ........... 00.00.02 eee 142,075 323,335 
Other assets of consolidated sponsored investment products ................0000- 3,270 8,549 
Assets of consolidated investment product 
Cash equivalents of consolidated investment product ........... 0... c eee eee eee 14,449 8,297 
Investments of consolidated investment product .......... 0.0... cece eee eee 346,967 199,485 
Other assets of consolidated investment product .......... 00.0... eee eee eee ee 5,888 1,467 
Furniture, equipment, and leasehold improvements, net .......... 0.0.0.0 eee eee eee eee 7,728 9,116 
Intansible assets; Net se... cavade dea ened dh erdinh yaaa endae da ayen geno peek de wed 38,427 40,887 
CEO 070 81 Lge nee cg cr 6,788 6,701 
Deferred taxes, Het -eccirtiiad ce ¥ bale e Ade Hee RASA ae aw bad ek Weed 47,535 54,143 
Other ASSCtS 5.x fick seed tose acatarcds doce ed erates & de Shara san lar cS ard ececaee iar eh dois AAT eeeaes arenes 16,789 12,814 
TOtall ASSES select geccek 2 abot ected aR Rcssceseane hae Sean insh had Bie eed Hine S arieateaedeee ee $ 824,388 $ 859,729 
Liabilities and Equity 
Liabilities: 
Accrued compensation and benefits .. 0.0.00... cece eee nen eens $ 47,885 $ 49,617 
Accounts payable and accrued liabilities»... 1... 2. ete nee 25,176 23,036 
Dividends payable -c5 icidmssissare iad sds araaeeieades pee Led Chae eye DEAS eee 3,479 4,233 
|B Yo! | ae A ce PR REO ong re Ee ee AC an Te i 30,000 — 
Other Wabities: 3 sess eck GA Silas we R a ORL ea PRG ed PRA dA bk eae SS 13,505 13,051 
Liabilities of consolidated sponsored investment products ........... 00.00 c eee eee eee 4,109 15,387 
Liabilities of consolidated investment product 
Debt of consolidated investment product ...... 0.0... eee eee ee eee — 152,597 
Notes payable of consolidated investment product .................0 0000000000. 328,761 — 
Securities purchased payable and other liabilities of consolidated investment 
PLOdUCt. cjcademedicintee cas eo namata see ten een eoos Modrhitens Gameniod Oe 12,534 18,487 
Total Wabi! 2 e503. Soins Fees Hd teed donee es beg ba Hed Madras OSes Halos 465,449 276,408 
Commitments and Contingencies (Note 10) 
Redeemable noncontrolling interests .... 00... 0. eee eect eens 37,266 73,864 
Equity: 
Equity attributable to stockholders: 
Common stock, $0.01 par value, 1,000,000,000 shares authorized; 9,119,058 shares issued 
and 5,889,013 shares outstanding at December 31, 2016 and 9,613,088 shares issued and 
8,398,944 shares outstanding at December 31, 2015... 0... ee eee 91 96 
Additional paid-in capital... 0... cence e nent nee eens 1,090,331 1,140,875 
Accumulated denclt: 2-i2caa Se doeande cid bee eRe dada head teeeua dda eats (424,279) (472,614) 
Accumulated other comprehensive loss ......... 00.0 cece eee eee nen eens (224) (1,034) 
Treasury stock, at cost, 3,230,045 and 1,214,144 shares at December 31, 2016 and 
December 31, 2015; respectively. ss scc.cas ici cadadews La soredterenaageuiba dea gnedd (344,246) (157,699) 
Total equity attributable to stockholders ........ 0.0.0.0. c eee eee eee 321,673 509,624 
Noncontrolling interests, 230.0 cag dee o us eek decne nein yee bad doddan ed Peau eed bd — (167) 
DOtalCQUIty: nscrcterecesd choad hard Steeesetndts eet ad. tig Poe uriMerta mame aie be 321,673 509,457 
Total liabilities and equity ..... 0.2... eee eee n eee $ 824,388 $ 859,729 


The accompanying notes are an integral part of these consolidated financial statements. 
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Virtus Investment Partners, Inc. 


Consolidated Statements of Operations 


($ in thousands, except per share data) 

Revenues 

Investment management fees ........ 0... cece ete eee eee 
Distribution and service feeS ... 0... 0... eee eee eens 
Administration and transfer agent fees .... 0... 0. eee ee eee 
Other ncome and TEES: 633 ecard oS AREER REE AS 6258 R ESA wh ele bs 


Total TEVENUES: ia b640¢4038 nee ded bad eee 4s beak oe eS 


Operating Expenses 

Employment expenses ...... 0.0... cece cece teen en eens 
Distribution and other asset-based expenses ............ 00 cece eee eee eee 
Other operating EXPENSES verve do seidowse g-qcansahe euaetar gen dugeaiean sg Glec aloes ee eos 
Other operating expenses of consolidated sponsored investment products .... 
Other operating expenses of consolidated investment product ............. 
Restructuring and Severance <6 oie ae createed adnate eee eres ed ah beens 
Depreciation and other amortization ......... 0.0.0. e cece eee eee 
Amortization expense .. 1... eee cette ene n teens 


Total operating expenses .... 0... 0... cece eee teenies 
Operating Income .................. 000 c cece ees 


Other Income (Expense) 

Realized and unrealized gain (loss) on investments, net ................0. 

Realized and unrealized gain (loss) on investments of consolidated sponsored 
investment products, net... 1.2... 2. eee eee eee 

Realized and unrealized loss of consolidated investment product, net ....... 

Other income; Net sc. cscs sce eis Sk oS Selden Ss Gabe eae re aes Ss 


Total other income (expense), net .... 0... 0. cee eee ee eee 


Interest Income (Expense) 

Interest EXPeNnSe -..ceiekev be eiad Pesaro ew a easy Pha Yee hee 

Interest and dividend income .......... 0... 0... eee eee eee 

Interest and dividend income of investments of consolidated sponsored 
INVEStMENL Products” .2)-4:5 visasadntad oud anei a ee Nestad eed bet 

Interest income of consolidated investment product .................005. 

Interest expense of consolidated investment product ...................5. 


Total interest income, net ............ ccc ee eee eee ee ee ee eee 


Income Before Income Taxes ............. 0.0000 ccc eee eee eee ees 
Income tax €xpense sA.c.404 cA ddscwehorg honed adiet bbewad pans 


Netncome: 2: s00.¢0eae nb eres de bape seignhiannes a ees 
Noncontrolling interests... 2.5.5 22.6.4 bs oikba epg ieecbiaagbe ee dee Sakae oe nee 


Net Income Attributable to Common Stockholders ................... 
Earnings per Share—Basic ............. 0.0.0 
Earnings per Share—Diluted .............. 0.0... ccc cece eee 
Cash Dividends Declared per Share ..................0 000 eee eens 
Weighted Average Shares Outstanding—Basic (in thousands) .......... 
Weighted Average Shares Outstanding—Diluted (in thousands) ........ 


Years Ended December 31, 


2016 2015 2014 
$235,230 $264,865 $300,663 
48,250 67,066 ‘91,950 
38,261 48,247 56,016 
813 1,799 1,969 
322,554 381,977 450,598 
135,641 137,095 139,809 
69,049 89,731 123,665 
50,274 63,901 46,531 
3,009 4,134 3,038 
3,944 ae — 
4,270 _ 294 
3,092 3,443 2,763 
2,461 3,295 3.778 
271,740 301,599 319,878 
50,814 80,378 —- 130,720 
4,982 (862) 914 
3,818 (23,181) (4,648) 
(1,070) (3,505) =2 
1,089 898 891 
8,819 (26,650) (2,843) 
(679) (523) (537) 
1,743 1,261 1,706 
7,509 11,504 7,268 
12,893 2,157 ea 
(11,292) (484) = 
10,174 13,915 8,437 
69,807 67,643 136,314 
21,044 36,972 39,349 
48,763 30,671 96,965 
(261) 4,435 735 

$ 48,502 $ 35,106 $ 97,700 
$ 6.34 $ 3.99 $ 10.75 
$ 620 $ 3.92 $ 1051 
$ 180 $ 180 $ 1.35 
7,648 8,797 9,091 
7,822 8,960 9,292 


The accompanying notes are an integral part of these consolidated financial statements. 
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Virtus Investment Partners, Inc. 


Consolidated Statements of Comprehensive Income 


Years Ended December 31, 
2016 2015 2014 
($ in thousands) 
Net INCOME cock os dd Aiea bea ied a kate ys BA We De 4 OS Aad ea Re ee $48,763 $30,671 $96,965 
Other comprehensive income (loss), net of tax: 
Foreign currency translation adjustment, net of tax of ($348), $266 and $132 
for the years ended December 31, 2016, 2015 and 2014 ............... 569 (434) (216) 
Unrealized (loss) gain on available-for-sale securities, net of tax of ($32), 
$71, and ($76) for the years ended December 31, 2016, 2015 and 2014, 


TESPOCUVELY. oo cudae.e aaa epee tee noe pod hh Pare dlhe ahmed ea 241 (358) 124 
Other comprehensive (loss) income ........... 0.0 cece eee eee eee 810 (792) (92) 
Comprehensive INCOME: 2. 2.6. iad nee age cae dad Gees ea eee ae Se a 49,573 29,879 96,873 
Comprehensive (income) loss attributable to noncontrolling interests .......... (261) 4,435 735 
Comprehensive income attributable to common stockholders ................ $49,312 $34,314 $97,608 


The accompanying notes are an integral part of these consolidated financial statements. 
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Virtus Investment Partners, Inc. 


Consolidated Statements of Cash Flow 


Years Ended December 31, 
2016 2015 2014 
($ in thousands) 
Cash Flows from Operating Activities: 
ING INCOME: 420.5205 <5 coe sates atarg tert engine Ale He wis Gob ees ANE tee $ 48,763 $ 30,671 $ 96,965 
Adjustments to reconcile net income to net cash (used in) provided by 
operating activities: 


Depreciation expense, intangible asset and other amortization ... 5,796 6,967 6,759 
Stock-based compensation .......... 00.00 c eee eee eee ee 11,948 11,863 9,778 
Excess tax benefit from stock-based compensation ............ (401) (1,586) (24,805) 
Amortization of deferred commissions ...............000005 2,413 7,924 17,907 
Payments of deferred commissions ...............0+00-000% (1,887) (3,322) (13,796) 
Equity in earnings of equity method investments ............. (1,075) (879) (488) 
Realized gain on sale of equity method investment ............ (2,883) —_— — 
Realized and unrealized (gains) losses on trading securities, 

TVG ee eee ware facies iain eos ice ae toate a bayfects Bia Gloss cena (2,099) 1,158 (914) 
Sales (purchases) of trading securities, net ...............0.. 16,828 8,962 26,742 
Loss on disposal of fixed assets ...... 0.0.00... 00 000 e eee eee 185 — — 
Deferred taxes, NEU sicsais acces eee nacd oY pada eae ew edt bw a 6,399 6,356 4,394 

Changes in operating assets and liabilities: 
Accounts receivable, net and other assets ............... (1,695) 10,620 (4,157) 
Accrued compensation and benefits, accounts payable, 
accrued liabilities and other liabilities ................ 50 (14,795) 17,754 


Operating activities of consolidated sponsored investment products: 
Realized and unrealized (gains) losses on investments of 


consolidated sponsored investment products, net ........... (4,718) 26,532 4,671 
Purchases of investments by consolidated sponsored investment 

PIOdUCES, oa.2.ds Mevadiee been et Sede eho oe eee ei des (187,489) (453,247) (382,015) 
Sales of investments by consolidated sponsored investment 

PTOGUCES. cies Sank bone a eechare ae bd eos OAR eden we 274,991 394,552 210,021 
Net proceeds (purchases) of short term investments by 

consolidated sponsored investment products ............... 6,139 (54,495) (23,856) 
(Purchases) sales of securities sold short by consolidated 

sponsored investment products, net ..............0.2.000 (4,520) (1,747) 8,071 
Change in cash pledged or on deposit of consolidated sponsored 

investment products .......... 00.0 cece eee eee 9,604 (2,604) (10,785) 
Change in other assets of consolidated sponsored investment 

PIOdUCIS. no tewpie date sedgeae wee s eden eee adades aks (777) (2,002) (1,468) 
Change in liabilities of consolidated sponsored investment 

PrOdUCtS. is.ds.ibsieditandsinedtatantibetsceataeedawin 325 2,107 351 


Operating activities of consolidated investment product: 
Amortization of discount on notes payable of consolidated 


IMNVEStMENt PrOMUCE. .« wcs)4 6 eh y sakes. SRE ode e aie’ SuRe 3,719 — — 
Realized and unrealized losses of consolidated investment 

product, Net. ss.4cesevos eee eee wd seh aewhe de bee ee oe 1,070 3,505 — 
Purchases of investments by consolidated investment product ... (276,727) (199,892) — 
Sales of investments by consolidated investment product ....... 125,502 13,864 — 
Change in other assets of consolidated investment product...... (714) (426) — 
Change in liabilities of consolidated investment product ....... 1,775 484 — 

Net cash provided by (used in) operating activities .... 30,522 (209,430) (58,871) 
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($ in thousands) 

Cash Flows from Investing Activities: 
Capital €xpenditires: coc. ds cite dtd teste dha ewe Magee 
Proceeds from sale of equity method investment .............. 
Decrease in cash and cash equivalents due to deconsolidation of 

sponsored investment products, net..................0.004 

Equity method investment contributions ..................4- 
Cash acquired in business combination ...................0-. 
Purchases of available-for-sale securities .................0--5 


Net cash provided by (used in) investing activities ..... 


Cash Flows from Financing Activities: 
Borrowings of proceeds from short sales by consolidated 
sponsored investment products ........ 0.0.0: e ee eee eee eee 
Payments on borrowings by consolidated sponsored investment 
PPOCUCIS: 2 cca ottoke ieee anal Renae eee ane Raed mone 
(Repayment) Borrowings of debt of consolidated investment 
PHOCUCE o.5.c:4:¢, Zteot ois do eine alee me Aled dice HOE ere aaa aks 
Proceeds from issuance of notes payable by consolidated 
InVvEestMent ProdUCt: 4.0.4 cess seeng sever eedenieyenduds 
Borrowings on credit facility ....... 0.0.00... 0... eee eee eee 
Repurchase of common shares ......... 0.0.0 cece eee ee eee 
Dividends paid: tii¢ eden isha e seek ed eae PO ae Peg ee we eas 
Proceeds from exercise of stock options ...............000 08 
Taxes paid related to net share settlement of restricted stock 
IES 5. rae hosa ce acetals ark .d gadis Sabesegelalh sien gale tiara adn, ole ce Aten 
Excess tax benefits from stock-based compensation............ 
Payment of deferred financing costs ..............0.0 eee eee 
Contributions of noncontrolling interests, net ................. 


Net cash (used in) provided by financing activities .... 


Net decrease in cash and cash equivalents ........... 0.00 c eee eee ee 
Cash and cash equivalents, beginning of year ............... 00.00.0000. 


Cash and Cash Equivalents, end of year .....................--00005 


Supplemental Disclosure of Cash Flow Information 
Interest: paid: oni bct seed dbo odode eeeotenedbeswdatews 
Income taxes paid) Nets cc04-Keh ses aeie dae eee ea es 
Supplemental Disclosure of Non-Cash Activities 
Activity related to rabbi trust .... 0.0.0.0... 00. e ee eee ee eee 
Change in accrual for capital expenditures ................... 
Dividends payable: «0 5.4:cd4.denw sande Bide SPRANG eee 
Decrease to noncontrolling interest due to consolidation and 
(deconsolidation) of sponsored investment products, net ...... 


Years Ended December 31, 


2016 2015 2014 
$ (2,023) $ (4,683) $ (2,432) 
8,621 = = 
(903) — (436) 
(2,471) (1,617) (5,000) 
(145) (227) (313) 
3,079 (6,438) (8,181) 
= 1,473 2,555 
(3,557) (350) = 
(152,597) 152,597 = 
316,280 == = 
30,000 = = 
(233,757) (80,000) (40,261) 
(13,774) (16,047) —-(8,182) 
491 116 753 
(1,530) (5,080) ~— (9,512) 
401 1,586 24,805 
(1,159) (47) -_ 
10,904 55,700 ~—- 28,653 
(48,298) 109,948 (1,189) 
(14,697) (105,920) (68,241) 
97,384 203,304 271,545 
$ 82,687 $ 97,384 $203,304 
$ 420 $ 266 $ 266 
$ 16,715 $ 31,850 $ 23,274 
$ (499) $ (247) $ (843) 
$ 134 $ (692) $ (Il) 
$ 2,650 $ 4,233 $ 4,270 
$ (47,763) $ (648) $(47,165) 


The accompanying notes are an integral part of these consolidated financial statements. 
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Virtus Investment Partners, Inc. 


Notes to Consolidated Financial Statements 


1. Organization and Business 


29 66. 99 66 99 66 


Virtus Investment Partners, Inc. (the “Company,” “we,” “us,” “our” or “Virtus”’), a Delaware corporation, 
operates in the investment management industry through its subsidiaries. 


The Company provides investment management and related services to individuals and institutions 
throughout the United States of America. The Company’s retail investment management services are provided to 
individuals through products consisting of open-end mutual funds, closed-end funds, exchange traded funds 
(“ETFs”), variable insurance funds, Undertaking for Collective Investment in Transferable Securities (““UCITS”) 
and separately managed accounts. Institutional investment management services are provided to corporations, 
multiemployer retirement funds, employee retirement systems, foundations, endowments, structured products 
and as a subadviser to unaffiliated mutual funds. 


2. Summary of Significant Accounting Policies 


The Company’s significant accounting policies, which have been consistently applied, are as follows: 


Principles of Consolidation and Basis of Presentation 


The Company’s consolidated financial statements have been prepared in conformity with accounting 
principles generally accepted in the United States of America (“GAAP”). The condensed consolidated financial 
statements include the accounts of the Company, its subsidiaries and investment products that are consolidated. 
Voting interest entities (“WOEs”) are consolidated when the Company is considered to have a controlling 
financial interest which is typically present when the Company owns a majority of the voting interest in an entity 
or otherwise has the power to govern the financial and operating policies of the entity. See Note 18 for additional 
information related to the consolidation of sponsored investment products and the consolidated investment 
product. Intercompany accounts and transactions have been eliminated. 


The Company evaluates any variable interest entities (“VIEs”’) in which the Company has a variable interest 
for consolidation. A VIE is an entity in which either (a) the equity investment at risk is not sufficient to permit 
the entity to finance its own activities without additional financial support or (b) where as a group, the holders of 
the equity investment at risk do not possess: (i) the power through voting or similar rights to direct the activities 
that most significantly impact the entity’s economic performance; (ii) the obligation to absorb expected losses or 
the right to receive expected residual returns of the entity; or (ii1) proportionate voting and economic interests 
and where substantially all of the entity’s activities either involve or are conducted on behalf of an investor with 
disproportionately fewer voting rights. If an entity has any of these characteristics, it is considered a VIE and is 
required to be consolidated by its primary beneficiary. The primary beneficiary is the entity that has both the 
power to direct the activities that most significantly impact the VIE’s economic performance and has the 
obligation to absorb losses of, or the right to receive benefits from, the VIE that could potentially be significant 
to the VIE. 


The Company reclassified certain amounts in prior-period financial statements to conform to the current 
period’s presentation. The Company has reclassified its net presentation of purchases and sales of investments by 
its consolidated sponsored investments products and its consolidated investment product in the Consolidated 
Statement of Cash Flows for the years ended December 31, 2015 and 2014 to conform with the current year 
presentation of showing purchases and sales of investments by its consolidated sponsored investments products 
and its consolidated investment product as separate line items within the cash flows from operating activities. 
The reclassification had no impact on the net cash provided by or used in operating, investing or financing 
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Virtus Investment Partners, Inc. 


Notes to Consolidated Financial Statements—(Continued) 


activities within the Consolidated Statement of Cash Flows, Consolidated Balance Sheets or Statements of 
Operations, Comprehensive Income or Changes in Stockholders’ Equity for any period presented. 


Noncontrolling Interest 


Noncontrolling interests represent the profit or loss attributed to third-party investors in consolidated 
sponsored investment products and other affiliates. Movements in amounts attributable to noncontrolling 
interests in consolidated entities on the Company’s Consolidated Statements of Operations offset the operating 
results, gains and losses and interest expense of the third-party investors. Noncontrolling interests related to 
certain consolidated sponsored investment products are classified as redeemable noncontrolling interests because 
investors in these funds may request withdrawals at any time. 


Use of Estimates 


The preparation of the consolidated financial statements requires management to make certain estimates and 
assumptions that affect the reported amounts of assets and liabilities and the disclosures of contingent assets and 
liabilities at the dates of the consolidated financial statements and the reported amounts of revenues and expenses 
during the reporting periods. Management believes the estimates used in preparing the consolidated financial 
statements are reasonable and prudent. Actual results could differ from those estimates. 


Segment Information 


Accounting Standards Codification (“ASC”) 280, Segment Reporting, establishes disclosure requirements 
relating to operating segments in annual and interim financial statements. Business or operating segments are 
defined as components of an enterprise about which separate financial information is available that is regularly 
evaluated by the chief operating decision maker in deciding how to allocate resources and assess performance. 
The Company operates in one business segment, namely as an asset manager providing investment management 
and distribution services for individual and institutional clients with investment professionals managing both 
retail and institutional products. The Company’s Chief Executive Officer is the Company’s chief operating 
decision maker. Although the Company provides disclosures regarding assets under management and other asset 
flows by product, the Company’s determination that it operates in one business segment is based on the fact that 
the same investment and operational resources support multiple products, such products have the same or similar 
regulatory framework and the Company’s chief operating decision maker reviews the Company’s financial 
performance at a consolidated level. Investment organizations within the Company are generally not aligned with 
specific product lines. 


Cash and Cash Equivalents 


Cash and cash equivalents consist of cash in banks and money market fund investments. 


Investments 
Marketable Securities 


Marketable securities include sponsored mutual funds, sponsored variable insurance funds and other equity 
securities classified as trading securities and sponsored closed-end funds classified as available-for-sale securities 
which are carried at fair value in accordance with ASC 320 , Investments—Debt and Equity Securities (“ASC 
320”). Marketable securities are marked to market based on the respective publicly quoted net asset values of the 
funds or market prices of the equity securities or bonds. Marketable securities transactions are recorded on a 
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Virtus Investment Partners, Inc. 


Notes to Consolidated Financial Statements—(Continued) 


trade date basis. Any unrealized appreciation or depreciation on available-for-sale securities, net of income taxes, 
is reported as a component of accumulated other comprehensive income in equity attributable to stockholders in 
the Consolidated Statement of Comprehensive Income. Any unrealized appreciation or depreciation on trading 
securities is reported as realized and unrealized gain (loss) on investments in the Consolidated Statement of 
Operations. 


On a quarterly basis, the Company conducts a review to assess whether other-than-temporary impairments 
exist on its available-for-sale marketable securities. Other-than-temporary declines in value may exist if the fair 
value of a marketable security has been below the carrying value for an extended period of time. If an other-than- 
temporary decline in value is determined to exist, the unrealized investment loss, net of tax, is recognized in the 
Consolidated Statements of Operations in the period in which the other-than-temporary decline in value occurs, 
as well as an accompanying permanent adjustment to accumulated other comprehensive income. 


Equity Method Investments 


The Company’s investment in noncontrolled entities, where the Company does not hold a controlling 
financial interest but has the ability to significantly influence operating and financial matters, is accounted for 
under the equity method of accounting in accordance with ASC 323, Investments-Equity Method and Joint 
Ventures . Under the equity method of accounting, the Company’s share of the noncontrolled entities net income 
or loss is recorded in other income (expense), net in the accompanying Consolidated Statements of Operations. 
Distributions received reduce the Company’s investment balance. The investment is evaluated for impairment as 
events or changes indicate that the carrying amount exceeds its fair value. If the carrying amount of an 
investment does exceed its fair value and the decline in fair value is deemed to be other-than-temporary, an 
impairment charge will be recorded. 


Non-qualified Retirement Plan Assets and Liabilities 


The Company has a non-qualified retirement plan (the “Excess Incentive Plan’’) that allows certain 
employees to voluntarily defer compensation. Under the Excess Incentive Plan, participants elect to defer a 
portion of their compensation, which the Company then contributes into a trust. Each participant is responsible 
for designating investment options for assets they contribute, and the ultimate distribution paid to each 
participant reflects any gains or losses on the assets realized while in the trust. The Company holds the Excess 
Incentive Plan assets in a rabbi trust, which is subject to the claims of the Company’s creditors in the event of the 
Company’s bankruptcy or insolvency. Assets held in trust, which are considered trading securities, are included 
in investments and are carried at fair value in accordance with ASC 820, Fair Value Measurement ; the 
associated obligations to participants are included in other liabilities in the Company’s Consolidated Balance 
Sheets and approximate the fair value of the associated assets . Assets held in trust consist of mutual funds and 
are recorded at fair value, utilizing Level 1 valuation techniques. 


Deferred Commissions 


Deferred commissions, which are included in other assets in the Company’s Consolidated Balance Sheets, 
are commissions paid to broker-dealers on sales of mutual fund shares. Deferred commissions are recovered by 
the receipt of monthly asset-based distributor fees from the mutual funds or contingent deferred sales charges 
received upon redemption of shares within one to five years, depending on the fund share class. The deferred 
costs resulting from the sale of shares are amortized on a straight-line basis over a one to five-year period, 
depending on the fund share class, or until the underlying shares are redeemed. Deferred commissions are 
periodically assessed for impairment and additional amortization expense is recorded, as appropriate. 
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Virtus Investment Partners, Inc. 


Notes to Consolidated Financial Statements—(Continued) 


Furniture, Equipment and Leasehold Improvements, Net 


Furniture, equipment and leasehold improvements are recorded at cost. Depreciation is computed using the 
straight-line method over the estimated useful lives of three to seven years for furniture and office equipment, 
and three to five years for computer equipment and software. Leasehold improvements are depreciated over the 
shorter of the remaining estimated lives of the related leases or useful lives of the improvements. Major renewals 
or betterments are capitalized, and recurring repairs and maintenance are expensed as incurred. Leasehold 
improvements that are funded upfront by a landlord and are constructed for the benefit of the Company are 
recorded at cost and depreciated on a straight-line basis over the original minimum term of the lease and a 
corresponding lease incentive liability in the same amount is also recorded and initially amortized over the same 
period. 


Leases 


The Company currently leases office space and equipment under various leasing arrangements. Leases are 
classified as either capital leases or operating leases, as appropriate. Most lease agreements are classified as 
operating leases and contain renewal options, rent escalation clauses or other inducements provided by the lessor. 
Rent expense under non-cancelable operating leases with scheduled rent increases or rent holidays is accounted 
for on a straight-line basis over the lease term, beginning on the date of initial possession or the effective date of 
the lease agreement. The amount of the excess of straight-line rent expense over scheduled payments is recorded 
as a deferred liability. Build-out allowances and other such lease incentives are recorded as deferred credits, and 
are amortized on a straight-line basis as a reduction of rent expense beginning in the period they are deemed to be 
earned, which generally coincides with the effective date of the lease. 


Intangible Assets and Goodwill 


Definite-lived intangible assets are comprised of acquired investment advisory contracts. These assets are 
amortized on a straight-line basis over the estimated useful lives of such assets, which range from one to sixteen 
years. Definite-lived intangible assets are evaluated for impairment on an ongoing basis under GAAP whenever 
events or circumstances indicate that the carrying value of the definite-lived intangible asset may not be fully 
recoverable. The Company determines if impairment has occurred by comparing estimates of future 
undiscounted cash flows to the carrying value of assets. Assets are considered impaired, and impairment is 
recorded, if the carrying value exceeds the expected future undiscounted cash flows. 


Goodwill represents the excess of the purchase price of acquisitions and mergers over the identified net 
assets and liabilities acquired. In accordance with ASC 350, Goodwill and Other Intangible Assets, goodwill is 
not being amortized. A single reporting unit has been identified for the purpose of assessing potential future 
impairments of goodwill. An impairment analysis of goodwill is performed annually or more frequently, if 
warranted by events or changes in circumstances affecting the Company’s business. The Company follows the 
Financial Accounting Standards Board (“FASB”) Accounting Standards Update (“ASU”) 2011-08, Testing 
Goodwill for Impairment, which states that an entity has the option to first assess qualitative factors to determine 
whether the existence of events or circumstances leads to a determination that it is more likely than not that the 
fair value of a reporting unit is less than its carrying amount. If, after assessing the totality of events or 
circumstances, an entity determines it is not more likely than not that the fair value of a reporting unit is less than 
its carrying amount, then performing the two-step impairment test is unnecessary. The Company’s 2016 and 
2015 annual goodwill impairment analysis did not result in any impairment charges. 


Indefinite-lived intangible assets are comprised of closed-end and exchange traded fund investment advisory 
contracts. These assets are tested for impairment annually and when events or changes in circumstances indicate 
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Notes to Consolidated Financial Statements—(Continued) 


the assets might be impaired. The Company follows ASU No. 2012-02, Testing Indefinite-Lived Intangible 
Assets for Impairment , which provides entities with an option to perform a qualitative assessment of indefinite- 
lived intangible assets other than goodwill for impairment to determine if additional impairment testing is 
necessary. The Company’s 2016 and 2015 annual indefinite-lived intangible assets impairment analyses did not 
result in any impairment charges. 


Treasury Stock 


Treasury stock is accounted for under the cost method and is included as a deduction from equity in the 
Stockholders’ Equity section of the Consolidated Balance Sheets. Upon any subsequent resale, the treasury stock 
account is reduced by the cost of such stock. 


Revenue Recognition 


Investment management fees, distribution and service fees and administration and transfer agent fees are 
recorded as revenues during the period in which services are performed. Investment management fees are earned 
based upon a percentage of assets under management and are paid pursuant to the terms of the respective 
investment management contracts, which generally require monthly or quarterly payment. 


The Company accounts for investment management fees in accordance with ASC 605, Revenue 
Recognition, and has recorded its management fees net of fees paid to unaffiliated subadvisers. The Company 
considers the nature of its contractual arrangements in determining whether to recognize revenue based on the 
gross amount billed or net amount retained. The Company has evaluated the factors in ASC 605-45 in 
determining whether to record revenue on a gross or net basis with significant weight placed on: (i) whether the 
Company is the primary obligor in the arrangement; and (ii) whether the Company has latitude in establishing 
price. Amounts paid to unaffiliated subadvisers for the years ended December 31, 2016, 2015 and 2014 were 
$47.2 million, $76.4 million and $124.4 million, respectively. 


Distribution and service fees are earned based on a percentage of assets under management and are paid 
monthly pursuant to the terms of the respective distribution and service fee contracts. Underwriter fees are sales- 
based charges on sales of certain class A-share mutual funds. 


Administration and transfer agent fees consist of fund administration fees, transfer agent fees and fiduciary 
fees. Fund administration and transfer agent fees are earned based on the average daily assets in the funds. 


Other income and fees consist primarily of redemption income on the early redemption of certain share 
classes of mutual funds. 


Advertising and Promotion 


Advertising and promotional costs include print advertising and promotional items and are expensed as 
incurred. These costs are classified in other operating expenses in the Consolidated Statements of Operations. 


Stock-based Compensation 


The Company accounts for stock-based compensation expense in accordance with ASC 718, 
Compensation—Stock Compensation (“ASC 718”), which requires the measurement and recognition of 
compensation expense for share-based awards based on the estimated fair value on the date of grant. 
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Notes to Consolidated Financial Statements—(Continued) 


Restricted stock units (“RSUs”) are stock awards that entitle the holder to receive shares of the Company’s 
common stock as the award vests over time or when certain performance targets are achieved. The fair value of 
each RSU award is estimated using the intrinsic value method, which is based on the fair market value price on 
the date of grant unless it contains a performance metric that is considered a market condition. RSUs that contain 
a market condition are valued using a simulation valuation model. Compensation expense for RSU awards is 
recognized ratably over the vesting period on a straight-line basis. 


Income Taxes 


The Company accounts for income taxes in accordance with ASC 740, Income Taxes, which requires 
recognition of the amount of taxes payable or refundable for the current year, as well as deferred tax liabilities 
and assets for the future tax consequences of events that have been included in the Company’s financial 
statements or tax returns. Deferred tax liabilities and assets result from temporary differences between the book 
value and tax basis of the Company’s assets, liabilities and carry-forwards, such as net operating losses or tax 
credits. 


The Company’s methodology for determining the realizability of deferred tax assets includes consideration 
of taxable income in prior carryback year(s) if carryback is permitted under the tax law, as well as consideration 
of the reversal of deferred tax liabilities that are in the same period and jurisdiction and are of the same character 
as the temporary differences that gave rise to the deferred tax assets. The Company’s methodology also includes 
estimates of future taxable income from its operations, as well as the expiration dates and amounts of carry- 
forwards related to net operating losses and capital losses. These estimates are projected through the life of the 
related deferred tax assets based on assumptions that the Company believes to be reasonable and consistent with 
demonstrated operating results. Changes in future operating results not currently forecasted may have a 
significant impact on the realization of deferred tax assets. Valuation allowances are provided when it is 
determined that it is more likely than not that the benefit of deferred tax assets will not be realized. 


Comprehensive Income 


The Company reports all changes in comprehensive income in the Consolidated Statements of Changes in 
Stockholders’ Equity and the Consolidated Statements of Comprehensive Income. Comprehensive income 
includes net income (loss), foreign currency translation adjustments (net of tax) and unrealized gains and losses 
on investments classified as available-for-sale (net of tax). 


Earnings per Share 


Earnings per share (“EPS”) is calculated in accordance with ASC 260, Earnings per Share. Basic EPS 
excludes dilution for potential common stock issuances and is computed by dividing basic net income available 
to common stockholders by the weighted-average number of common shares outstanding for the period. Diluted 
EPS reflects the potential dilution that could occur if securities or other contracts to issue common stock were 
exercised or converted into common stock. For the calculation of diluted EPS, the basic weighted average 
number of shares is increased by the dilutive effect of RSUs and stock options using the treasury stock method. 


Fair Value Measurements and Fair Value of Financial Instruments 


The FASB defines fair value as the price that would be received to sell an asset, or paid to transfer a 
liability, in an orderly transaction between market participants at the measurement date. ASC 820 Fair Value 
Measurements and Disclosures establishes a framework for measuring fair value and a valuation hierarchy based 


F-14 


Virtus Investment Partners, Inc. 


Notes to Consolidated Financial Statements—(Continued) 


upon the transparency of inputs used in the valuation of an asset or liability. Classification within the hierarchy is 
based upon the lowest level of input that is significant to the fair value measurement. The valuation hierarchy 
contains three levels as follows: 


Level 1—Unadjusted quoted prices for identical instruments in active markets. Level | assets and liabilities 
may include debt securities and equity securities that are traded in an active exchange market. 


Level 2—Quoted prices for similar instruments in active markets; quoted prices for identical or similar 
instruments in markets that are not active; and model-derived valuations in which all significant inputs and 
significant value drivers are observable in active markets. Level 2 inputs may include observable market 
data such as closing market prices provided by independent pricing services after considering factors such 
as the yields or prices of comparable investments of comparable quality, coupon, maturity, call rights and 
other potential prepayments, terms and type, reported transactions, indications as to values from dealers and 
general market conditions. In addition, pricing services may determine the fair value of equity securities 
traded principally in foreign markets when it has been determined that there has been a significant trend in 
the U.S. equity markets or in index futures trading. Level 2 assets and liabilities may include debt and equity 
securities, purchased loans and over-the-counter derivative contracts whose fair value is determined using a 
pricing model without significant unobservable market data inputs. 


Level 3—Valuations derived from valuation techniques in which one or more significant inputs or 
significant value drivers are unobservable in active exchange markets. 


Recent Accounting Pronouncements 
New Accounting Standards Implemented 


The Company adopted Accounting Standards Update (“ASU”) No. 2015-02, Consolidation (Topic 810): 
Amendments to the Consolidation Analysis (“ASU 2015-02”), on January 1, 2016. This standard modifies 
existing consolidation guidance for reporting organizations that are required to evaluate whether they should 
consolidate certain entities. Certain unconsolidated entities that had been classified as VOEs under previous 
consolidation guidance are now classified as VIEs under ASU 2015-02. As such, disclosure for VIEs is included 
in Note 18 to the consolidated financial statements. Adoption of this standard did not have a material impact on 
the Company’s consolidated financial statements. 


The Company adopted ASU No. 2014-13, Measuring the Financial Assets and Financial Liabilities of a 
Consolidated Collateralized Financing Entity (“CFE”) (“ASU 2014-13”), on January 1, 2016. This new standard 
requires reporting entities to use the more observable of the fair value of the financial assets or the financial 
liabilities to measure the financial assets and the financial liabilities of a CFE when a CFE is initially 
consolidated. It permits entities to make an accounting policy election to apply this same measurement approach 
after initial consolidation or to apply other GAAP to account for the consolidated CFE’s financial assets and 
financial liabilities. It also prohibits all entities from electing to use the fair value option in ASC 825, Financial 
Instruments , to measure either the financial assets or financial liabilities of a consolidated CFE that is within the 
scope of this issue. The Company has elected the measurement alternative for its consolidated investment 
product. The Company’s subsequent earnings from the consolidated investment product will reflect changes in 
value of the Company’s own economic interest in the consolidated investment product. Disclosures for the 
Company’s CFE are included in Note 18 to the consolidated financial statements. Adoption of this standard did 
not have a material impact on the Company’s consolidated financial statements. 


The Company adopted ASU No. 2015-16, Business Combinations (Topic 805): Simplifying the Accounting 
for Measurement-Period Adjustments (“ASU 2015-16”), on January 1, 2016. ASU 2015-16 requires that an 
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acquirer recognize adjustments to provisional amounts that are identified during the measurement period in the 
reporting period in which the adjustment amounts are determined. ASU 2015-16 requires that the acquirer record, 
in the financial statements of the period in which adjustments to provisional amounts are determined, the effect 
on earnings of changes in depreciation, amortization or other income effects, if any, as a result of the change to 
the provisional amounts, calculated as if the accounting had been completed at the acquisition date. Adoption of 
this standard did not have a material impact on the Company’s consolidated financial statements. 


The Company adopted ASU 2015-03, Simplifying the Presentation of Debt Issuance Costs (“ASU 2015-3”), 
on January 1, 2016, which changes the presentation of debt issuance costs in the balance sheet. This new standard 
requires that debt issuance costs be presented as a deduction from the carrying amount of the related debt rather 
than being presented as an asset. Amortization of debt issuance costs will continue to be reported as interest 
expense. In August 2015, the FASB issued ASU 2015-15 to amend ASU 2015-03 to address line-of-credit 
agreements. ASU 2015-15 allows entities to present debt issuance costs related to line-of-credit agreements as an 
asset and amortize deferred debt issuance costs ratably over the term of the line-of-credit arrangement, regardless 
of whether there are any outstanding borrowings. Adoption of this standard did not have a material impact on the 
Company’s consolidated financial statements. 


New Accounting Standards Not Yet Implemented 


In November 2016, the Financial Accounting Standards Board (“FASB”) issued ASU 2016-18, Statement of 
Cash Flows (Topic 230): Restricted Cash (“ASU 2016-18”). ASU 2016-18 requires the inclusion of restricted 
cash with cash and cash equivalents when reconciling the beginning-of-the period and end-of-period total 
amounts shown on the statement of cash flows. This standard is effective for annual periods beginning after 
December 15, 2018, and interim periods within fiscal years beginning after December 15, 2017, including 
interim periods within that reporting period. Early adoption is permitted in any interim or annual period. A 
reporting entity should apply this standard on a retrospective basis as of the beginning of the fiscal year for which 
the standard is effective. The Company is currently evaluating the potential impact of this standard on its 
consolidated financial statements. 


In August 2016, the Financial Accounting Standards Board (“FASB”’) issued ASU 2016-15, Classification 
of Certain Cash Receipts and Cash Payments (“ASU 2016-15”) which clarifies the treatment of several cash 
flow categories. In addition, ASU 2016-15 clarifies that when cash receipts and cash payments have aspects of 
more than one class of cash flows and cannot be separated, classification will depend on the predominant source 
or use. This update is effective for annual periods beginning after December 15, 2017, and interim periods within 
those fiscal years. Early adoption is permitted. The Company is currently evaluating the potential impact of this 
standard on its Consolidated financial statements. 


In March 2016, the FASB issued ASU No. 2016-09, Improvements to Employee Share-Based Payment 
Accounting (“ASU 2016-09”). This standard makes several modifications to Topic 718 related to the accounting 
for forfeitures, employer tax withholdings on share-based compensation and the financial statement presentation 
of excess tax benefits or deficiencies. ASU 2016-09 also clarifies the statement of cash flows presentation for 
certain components of share-based awards. The standard is effective for interim and annual reporting periods 
beginning after December 15, 2016. Under the modified retrospective transition method, the adoption of this 
standard will result in the Company recording a cumulative effect adjustment to retained earnings for excess tax 
benefits that were not previously recognized because the related tax deduction had not reduced current taxes 
payable. Prospectively the Company will account for all excess tax benefits or deficiencies as part of income tax 
expense or benefit. The Company will also recognize the impact of forfeitures as they occur. 
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In March 2016, the FASB issued ASU 2016-08, Principal Versus Agent Considerations (Reporting Revenue 
Gross Versus Net) , which amends the principal-versus-agent implementation guidance in ASU 2014-09 Revenue 
from Contracts with Customers, as further discussed below. The new guidance will impact whether an entity 
reports revenue on a gross or net basis. The Company is currently evaluating the potential impact of adopting this 
standard on its Consolidated Financial Statements; which is effective for the Company in conjunction with the 
adoption of ASU 2014-09. 


In March 2016, the FASB issued ASU No. 2016-07, Investments—Equity Method and Joint Ventures 
(Topic 232): Simplifying the Transition to the Equity Method of Accounting. This standard eliminates the 
requirement that when an existing cost method investment qualifies for use of the equity method, an investor 
must restate its historical financial statements, as if the equity method had been used during all previous periods. 
Under the new guidance, at the point an investment qualifies for the equity method, any unrealized gain or loss in 
accumulated other comprehensive income/(loss) will be recognized through earnings. The standard is effective 
for interim and annual reporting periods beginning after December 15, 2016. Early adoption is permitted. The 
adoption of this standard will not have a material impact on the Company’s consolidated financial statements. 


In February 2016, the FASB issued ASU No. 2016-02, Leases (Topic 842) (“ASU 2016-02”). The standard 
replaces current codification Topic 840 with updated guidance on accounting for leases and requires a lessee to 
recognize assets and liabilities arising from an operating lease on the balance sheet, whereas previous GAAP 
rules did not require lease assets and liabilities to be recognized for most leases. Furthermore, companies are 
permitted to make an accounting policy election to not recognize lease assets and liabilities for leases with a term 
of 12 months or less. For both finance leases and operating leases, the lease liability should be initially measured 
at the present value of the lease payments. The recognition, measurement and presentation of expenses and cash 
flows arising from a lease by a lessee will not significantly change under this new guidance. ASU 2016-02 is 
effective for fiscal years beginning after December 15, 2018 and interim periods therein. Early adoption is 
permitted. The Company is currently evaluating the potential impact of this standard on its consolidated financial 
statements but expects to record a right of use asset and a related lease obligation in the Company’s consolidated 
balance sheet upon adoption. 


In January 2016, the FASB issued ASU No. 2016-01, Recognition and Measurement of Financial Assets 
and Financial Liabilities (“ASU 2016-01”), which requires all equity investments (other than those accounted for 
under the equity method) to be measured at fair value with changes in the fair value recognized through net 
income. ASU 2016-01 is effective for fiscal years beginning after December 15, 2017 and interim periods 
therein. Early adoption is not permitted. The Company is currently evaluating the impact of this standard on its 
consolidated financial statements with respect to equity investments that currently report changes in fair value as 
a component of accumulated other comprehensive income in equity attributable to stockholders. Comprehensive 
income, net of tax, with respect to these equity investments was $0.2 million for the year ended December 31, 
2016, and the comprehensive loss, net of tax, was $0.4 million for the year ended December 31, 2015. 


In May 2014, the FASB issued ASU No. 2014-09, Revenue from Contracts with Customers (“ASU 
2014-09”), which outlines a single comprehensive model for entities to use in accounting for revenue arising 
from contracts with customers and supersedes most current revenue recognition guidance, including industry- 
specific guidance. ASU 2014-09 was originally effective for fiscal years and interim periods within those years 
beginning after December 15, 2016. In August 2015, the FASB issued ASU 2015-14, which deferred the 
effective date of ASU 2014-09 by one year for periods beginning after December 15, 2017. Early adoption is 
permitted as of the original effective date and requires either a retrospective or a modified retrospective approach 
to adoption. The core principle of the model is that revenue is recognized upon the transfer of promised goods or 
services to customers in an amount that reflects the expected consideration to be received for the goods or 
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services. The guidance also changes the accounting for certain contract costs and revises the criteria for 
determining if an entity is acting as a principal or agent in certain arrangements. The guidance is effective for the 
Company beginning January 1, 2018 and allows for either a full retrospective or modified approach at adoption. 
Our implementation efforts include the identification of revenue within the scope of the guidance, as well as the 
evaluation of revenue contracts. Although the Company still continues to evaluate the impact of ASU 2014-09, 
we have not identified material changes in the timing of revenue recognition. We are also evaluating the 
presentation of certain revenue related-costs on a gross versus net basis and related disclosures of revenue. 


3. Goodwill and Other Intangible Assets 


Intangible assets, net are summarized as follows: 


December 31, 
2016 2015 
($ in thousands) 
Definite-lived intangible assets, net: 
Investment contracts .. 0... cee eee eens $ 158,747 $ 158,747 
Accumulated amortization ....... 0.00.00. cee eee eens (155,136) (152,676) 
Definite-lived intangible assets, net .......... 0.0.00. e ee eee 3,611 6,071 
Indefinite-lived intangible assets ......................04. 34,816 34,816 
Total intangible assets, net ....... 2.0.0... cece eee eee $ 38,427 $ 40,887 
Activity in goodwill and intangible assets, net is as follows: 
Years Ended December 31, 
2016 2015 2014 
($ in thousands) 
Intangible assets, net 
Balance, beginning of period ..................0204- $40,887 $41,783 $44,633 
PROG UIST OM 5555.52 ads eracteiyna ae bcdeGiiteeae Gp eal @ pldsaliern Gogh Race wd — 2,400 1,075 
Amortization expense ... 0.0.0... cece eee eee eee (2,460) (3,296) (3,925) 
Balance, end of period .....................00-0-5 $38,427 $40,887 $41,783 
Goodwill 
Balance, beginning of period ..................0.0-5 $ 6,701 $ 5,260 §$ 5,260 
ACQUISIMON . 5. ¢ ae ogo.e ea oe aed te eR ake ealebaens — 1,441 — 
Acquisition related adjustments ................2.00- 87 — — 
Balance, end of period ......................0-005 $ 6,788 $6,701 $ 5,260 


Definite-lived intangible asset amortization for the next five years is estimated as follows: 2017—$0.8 million, 
2018—$0.6 million, 2019—$0.5 million, 2020—$0.4 million, 2021—$0.4 million, and thereafter—$0.9 million. At 
December 31, 2016, the weighted average estimated remaining amortization period for definite-lived intangible 


assets is 6.8 years. 
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4. Investments 


Investments consist primarily of investments in the Company’s sponsored mutual funds. The Company’s 
investments, excluding the assets of consolidated sponsored investment products and the assets of the 
consolidated investment product discussed in Note 18, at December 31, 2016 and 2015 were as follows: 


December 31, 


2016 2015 
($ in thousands) 
Marketable securities ..... 0.0.0... 0 ccc cece eee eee eens $74,907 $41,496 
Equity method investments .......... 0.0.0... cece eee eee 7,731 9,007 
Nonqualified retirement plan assets ..................0 0000005. 5,808 5,310 
Other MVEStMENtS As. kak ae aS EAS Gene sala des 925 925 
Total investments 1.0.2... 00... cee eee eee eens $89,371 $56,738 


Marketable Securities 


The Company’s marketable securities consist of both trading (including securities held by a broker-dealer 
affiliate) and available-for-sale securities. The composition of the Company’s marketable securities is 
summarized as follows: 


December 31, 2016 
Unrealized Unrealized Fair 
Cost Loss Gain Value 
($ in thousands) 
Trading: 

Sponsored furidS: ¢2.25.4200.0¢o00is0ebeciaieoieee dines $61,784 $1,942) $ 177 $60,019 

QUItY SCCUIILIES:. 5.5.5.4: oGlacssisiite KEK are bp ae hecho YY pos 10,578 —_— 895 11,473 
Available-for-sale: 

Sponsored closed-end funds ...............000 0c eee eee 3,500 (265) 180 3,415 
Total marketable securities ............ 0.0.0.0. 00. cece eee $75,862  $(2,207) $1,252 $74,907 
December 31, 2015 

Unrealized Unrealized Fair 
Cost Loss Gain Value 
($ in thousands) 
Trading: 

Sponsored funds ......... 00.0 e cece eee eens $31,167 $(2,134) $ 298 $29,331 

Equity S€CUNUES: 20.0.5 6-c0st¢0ertb tied Goowe et eew eee ae 9,434 (386) 120 9,168 
Available-for-sale: 

Sponsored closed-end funds ................. 000 e eee eee 3,355 (365) 7 2,997 
Total marketable securities ............... 000.0000 c cee eaee $43,956 $(2,885) $ 425 $41,496 


For the year ended December 31, 2016, the Company recognized a net realized loss of $0.3 million on 
trading securities. For the years ended December 31, 2015 and 2014, the Company recognized a net realized gain 
of $0.4 million and $8.2 million, respectively, on trading securities. 
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Equity Method Investments 


In 2014, the Company acquired an interest in a limited partnership for approximately $5.0 million which 
included a future capital commitment for up to $5.0 million, in the event that it was called by the partnership. For 
the year ended December 31, 2016, the Company made capital contributions of $2.5 million to the partnership, 
and the remaining capital commitment is $2.3 million. 


On April 9, 2013, the Company acquired a 24% noncontrolling Euro-denominated equity interest in 
Kleinwort Benson Investors International, Ltd. (‘KBII’), a subsidiary of Kleinwort Benson Investors (Dublin) 
(“KBID”) for €2.6 million or $3.4 million. KBII is a U.S. registered investment adviser that provides specialized 
equity strategies. This investment is translated into U.S. dollars at current exchange rates as of the end of each 
accounting period. Net income or loss of the noncontrolled affiliate is translated at average exchange rates in 
effect during the accounting period. Net translation exchange gains and losses are excluded from income and 
recorded in accumulated other comprehensive income. This equity method investment was sold during 2016 for a 
realized gain of $2.9 million. 


Nonqualified Retirement Plan Assets 


The Company has a nonqualified retirement plan ( the “Excess Incentive Plan”) which allows certain 
employees to voluntarily defer compensation. The Company holds the Excess Incentive Plan assets in a rabbi 
trust, which is subject to the claims of the Company’s creditors in the event of the Company’s bankruptcy or 
insolvency. Assets held in trust are included in investments and are carried at fair value in accordance with ASC 
320; the associated obligations to participants are included in other liabilities in the Company’s Consolidated 
Balance Sheets . 


Other Investments 


Other investments represents interests in entities not accounted for under the equity method such as the cost 
method or fair value. 


5. Fair Value Measurements 


The Company’s assets and liabilities measured at fair value on a recurring basis, excluding the assets and 
liabilities of consolidated sponsored investment products and the consolidated investment product discussed in 
Note 18, as of December 31, 2016 and December 31, 2015, by fair value hierarchy level were as follows: 


December 31, 2016 
Level 1 Level2 Level 3 Total 


($ in thousands) 


Assets 
Cash equivalents: g5.3. 00260400 ccdadbbingendiotdhores de obidad $ 48,620 $— $—  $ 48,620 
Marketable securities trading: 

Sponsored funds ........ 00.0000 60,019 — — 60,019 

Equity SECUMIUES: o.¢chvad kwh eee haiee OA eee Sea Ee A 11,473 — — 11,473 
Marketable securities available-for-sale: 

Sponsored closed-end funds ........ 0.0... c eee 3,415 — — 3,415 
Other investments 

Nonqualified retirement plan assets ............... 00.00.0000. 5,808 — — 5,808 
Total assets measured at fair value .................0 000.00 e ee $129,335 $— $— $129,335 
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December 31, 2015 
Level 1 Level2 Level 3 Total 


($ in thousands) 


Assets 
Cash equivalents’ :s.<de ceva queisintcaeen. bai eee dees ha hun eae $ 54,772 $— $—  §$ 54,772 
Marketable securities trading: 

Sponsored funds ........ 2.0.0.0 cece cece ene 29,331 — —_— 29,331 

Equity SECUMIES. sc strc tgiet an daha OG4 alee eee ta AeA eR 9,168 — — 9,168 
Marketable securities available-for-sale: 

Sponsored closed-end funds 1.1.0.0... 0... c cece eee eee 2,997 — — 2,997 
Other investments 

Nonqualified retirement plan assets ......... 0.0.0. e ee eee ene 5,310 — — 5,310 
Total assets measured at fair value ........................000. $101,578 $— $— $101,578 


The following is a discussion of the valuation methodologies used for the Company’s assets measured at fair 
value. 


Cash equivalents represent investments in money market funds. Cash investments in actively traded money 
market funds are valued using published net asset values and are classified as Level 1. 


Sponsored funds represent investments in open-end mutual funds, variable insurance funds and closed-end 
funds for which the Company acts as the investment manager. The fair value of open-end mutual funds and 
variable insurance funds is determined based on their published net asset values and are categorized as Level 1. 
The fair value of closed-end funds is determined based on the official closing price on the exchange they are 
traded on and are categorized as Level 1. 


Equity securities include securities traded on active markets and are valued at the official closing price 
(typically last sale or bid) on the exchange on which the securities are primarily traded and are categorized as 
Level 1. 


Nonqualified retirement plan assets represent mutual funds within a nonqualified retirement plan whose fair 
value is determined based on their published net asset value and are categorized as Level 1. 


Cash, accounts receivable, accounts payable and accrued liabilities equal or approximate fair value based on 
the short-term nature of these instruments. 


Transfers into and out of levels are reflected when significant inputs used for the fair value measurement, 
including market inputs or performance attributes, become observable or unobservable or when the Company 
determines it has the ability, or no longer has the ability, to redeem, in the near term, certain investments that the 
Company values using a net asset value, or if the book value no longer represents fair value. There were no 
transfers between Level | and Level 2 during the years ended December 31, 2016 and 2015. 
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6. Furniture, Equipment and Leasehold Improvements, Net 


Furniture, equipment and leasehold improvements, net are summarized as follows: 


December 31, 


2016 2015 
($ in thousands) 
Furniture and office equipment ........... 00... e eee eee ee eee $ 5,933 $ 5,840 
Computer equipment and software .................0 0000000 7,330 6,600 
Leasehold improvements ........... 0.0 cece eee eee eee nee 11,334 11,071 
24,597 23,511 
Accumulated depreciation and amortization .................-. (16,869) (14,395) 
Furniture, equipment and leasehold improvements, net........... $ 7,728 $ 9,116 


7. Income Taxes 


The components of the provision for income taxes are as follows: 


Years Ended December 31, 


2016 2015 2014 

($ in thousands) 
Current 

Federal ......... 0c cece cece cece ee eee ensues $12,790 $28,077 $31,787 

State? 2s ot ast etree pe Mee ttee tues ah eae ace 1,855 2,539 3,168 
Total current tax expense ......... 02... ce eee 14,645 30,616 34,955 
Deferred 

PedGtalll) 52.5 0608-035 2tod hte 6 OER ERE Be eee Steed 5,489 4,339 3,200 

States a cecectse ge ce Ratan eet yeaa nee oe eee 910 2,017 1,194 
Total deferred tax expense ........ 0.0.0. e eee eee eee 6,399 6,356 4,394 
Total expense for income taxes .............2.00-0-5 $21,044 $36,972 $39,349 


The following presents a reconciliation of the provision (benefit) for income taxes computed at the federal 
statutory rate to the provision (benefit) for income taxes recognized in the Consolidated Statements of Operations 


for the years indicated: 


Years Ended December 31, 


2016 2015 2014 
($ in thousands) 
Taxcat statutory Tate? oo cni anne G04 adhe edaiands agate ds $24,432 35% $23,675 35% $47,922 35% 
State taxes, net of federal benefit ............ 0.0.0.0. 00 cee eee 2,010 3 2,717 4 4,357 3 
Uncertain faX positions’... 620... ek cee eee bere pe ee ee eee ees (30,961) (22) 
IRS audit resolution ..... 0.0.0.0... ccc eee eee 15,505 11 
Effect of net income attributable to noncontrolling interests ....... (91) — 1,492 2 —_- — 
Change in valuation allowance .......... 000.0 cece eee eee eee (5,125) (7) 7,812 12 21659 ~2 
OER, NEE: acids eta hnbs Ob nb See wied eee iad dw ba dees (182) (1) 1,276 2 361 — 
InGOME:taX:OXPENSe: 3.4.0.0 sake eS ite ed $21,044 30% $36,972 55% $ 39,349 29% 
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The provision for income taxes reflects U.S. federal, state and local taxes at an estimated effective tax rate 
of 30%, 55% and 29% for the years ended December 31, 2016, 2015 and 2014, respectively. The Company’s tax 
position for the years ended December 31, 2016 and 2015 was impacted by changes in the valuation allowance 
related to the unrealized and realized gain/loss position on the Company’s marketable securities. Additionally, 
the Company’s effective tax rate for the year ended December 31, 2014 was impacted by a net tax benefit of 
approximately $15.5 million due to the resolution of an Internal Revenue Service (“IRS”) examination of the 
Company’s 2011 federal consolidated corporate income tax return. The net benefit is comprised of the 
recognition of tax benefits from previously uncertain tax positions of approximately $31.0 million and a 
reduction in the available loss deduction of approximately $15.5 million, of which both related to the past 
dissolution of a subsidiary. 


Deferred taxes resulted from temporary differences between the amounts reported in the consolidated 
financial statements and the tax basis of assets and liabilities. The tax effects of temporary differences are as 
follows: 


December 31, 

2016 2015 
($ in thousands) 
Deferred tax assets: 
Intangible: assets. ovat ied hacen eee eae e Esa Gace Gab areas $ 19,348 $ 27,728 
Net operating LOSSES: es sic:3)a 8b scence. dosnafiacd as eidcacaaseai blo aacacesn ete, duces 20,272 20,591 
Compensation accruals ... 0.0.0... eect eee eee 8,854 7,804 
Capitalized transaction costs ..... 0.0... cee eee ee eee 10,022 8,704 
Unrealized TOSS ss ccscece- dag ceceact race w bees dea dendes este Gate Soe 5,291 12,157 
(© 1015) cage ge NO ner eer PY dP oe rr eo 1,394 118 
Gross deferred tax assets... i406. 5440564 bee ase a Sees ee es 65,181 77,102 
Valuation allowance ........ 0... 0c cette ees (5,731) (10,855) 
Gross deferred tax assets after valuation allowance .............. 59,450 66,247 
Deferred tax liabilities: 
Intangible: assets: excises soy bhi ag nine eed ec egiteele Gdleas Rbk wap es (11,915) (12,104) 
Gross deferred tax liabilities... 0.0.0.0... 0... cece ee eee (11,915) (12,104) 
Deferred tax assets, net... 2... ee eee eens $ 47,535 $54,143 


At each reporting date, the Company evaluates the positive and negative evidence used to determine the 
likelihood of realization of its deferred tax assets. The Company maintained a valuation allowance in the amount 
of $5.7 million and $10.9 million at December 31, 2016 and 2015, respectively, relating to deferred tax assets on 
items of a capital nature as well as certain state deferred tax assets. 


As of December 31, 2016, the Company had net operating loss carry-forwards for federal income tax 
purposes represented by a $14.1 million deferred tax asset. The related federal net operating loss carry-forwards 
are scheduled to begin to expire in the year 2031. As of December 31, 2016, the Company had state net operating 
loss carry-forwards, varying by subsidiary and jurisdiction, represented by a $6.2 million deferred tax asset. The 
state net operating loss carry-forwards are scheduled to begin to expire in 2017. 


Internal Revenue Code Section 382 limits tax deductions for net operating losses, capital losses and net 
unrealized built-in losses after there is a substantial change in ownership in a corporation’s stock involving a 50 


percentage point increase in ownership by 5% or larger stockholders. During the year ended December 31, 2009, 
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the Company incurred an ownership change as defined in Section 382. At December 31, 2016, the Company has 
pre-change losses, represented by deferred tax assets totaling $21.4 million. The utilization of these assets in 


subject to an annual limitation of $1.6 million. 


Activity in unrecognized tax benefits is as follows: 


Years Ended December 31, 
2016 2015 2014 
($ in thousands) ~~ ~~ 
Balance, beginning of year ...... 2.0... 0... e ee eee eee eee $— $— $ 32,602 
Decrease related to tax positions taken in prior years ........ — — (32,602) 
Increase related to positions taken in the current year ........ — — — 
Balance, end Of Year .22.ccc bade tesdadaa de dcidinw teens $— $— $ — 


The Company’s practice is to classify interest and penalties related to income tax matters in income tax 
expense. The Company recorded no interest or penalties related to unrecognized tax benefits at December 31, 
2016, 2015 and 2014. 


During the year ended December 31, 2016, the Company experienced a tax shortfall of $1.3 million related 
to certain stock-based incentive plans. Under ASC 718, these tax shortfalls are able to be offset to the extent of 
the accumulated windfall deductions recorded in stockholders equity in the Company’s Consolidated Balance 
Sheet. 


The earliest federal tax year that remains open for examination is 2008 since net operating loss carry- 
forwards from 2008 could be denied when claimed in future years. The earliest open years in the Company’s 
major state tax jurisdictions are 2008 for Connecticut and 2012 for all of the Company’s remaining state tax 
jurisdictions. 


8. Business Combinations 
Virtus ETF Solutions 


On April 10, 2015, the Company made an investment of approximately $4.8 million for a majority 
ownership position in Virtus ETF Solutions (“VES”), formerly known as ETF Issuer Solutions. VES is a New 
York City-based company that operates a platform for listing, operating, and distributing exchange traded funds. 
The transaction was accounted for under ASC 805, Business Combinations . Goodwill of $1.5 million and other 
intangible assets of $2.4 million were recorded as a result of this transaction. The impact of this transaction was 
not material to the Company’s consolidated financial statements. As part of the purchase agreement, the minority 
shareholders, who own 42.5% of VES, have the ability to redeem a portion of their membership interests each 
year beginning in 2021 based on a multiple of 6 times trailing 12 months EBITDA. At December 31, 2016, the 
Company had $3.5 million accrued for the estimated redemption liability. 


Ridge Worth Investments 


On December 16, 2016, we entered into an agreement (the “Merger Agreement’) to acquire 
RidgeWorth Holdings, LLC (“RidgeWorth”). The purchase price for the Company’s acquisition of RidgeWorth 
(the “Proposed Acquisition”) equals (x) $472.0 million, plus (y) the fair market value of certain of RidgeWorth’s 
investments at the effective time of the Proposed Acquisition (the “Closing”’), with the final purchase price 
subject to adjustments for working capital and client consents. The Proposed Acquisition is expected to close in 
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mid-2017, subject to the satisfaction or waiver of various conditions; however, there can be no assurance that the 
Proposed Acquisition will close, or if it does, when the Closing will occur. 


9. Debt 
Credit Facility 


On September 30, 2016, the Company entered into a new senior unsecured revolving credit facility (“Credit 
Facility”) replacing the previous senior secured revolving credit facility. The Credit Facility has a five-year term 
and provides for borrowing capacity of up to $150.0 million, with an increase provision to $200.0 million 
conditioned on approval by the lending group. In addition, the Credit Facility has a $7.5 million sub-limit for the 
issuance of standby letters of credit. At December 31, 2016 and 2015, we had $30.0 million and $0.0 million 
respectively, of debt outstanding under our credit facility. On February 6, 2017, the Company repaid its 
$30.0 million debt outstanding. 


Amounts outstanding under the Credit Facility bear interest at an annual rate equal to, at the Company’s 
option, either LIBOR for interest periods of one, two, three or six months or an alternate base rate (as defined in 
the Credit Facility agreement), plus, in each case, an applicable margin, that ranges from 0.75% to 2.25%. At 
December 31, 2016, amounts outstanding under the Credit Facility bore interest at a rate of 2.5625%. Under the 
terms of the Credit Facility, the Company is also required to pay certain fees, including an annual commitment 
fee that ranges from 0.30% to 0.45% on undrawn amounts and a letter of credit participation fee at an annual rate 
equal to the applicable margin as well as any applicable fronting fees, each of which is payable quarterly in 
arrears. 


The credit agreement governing the Credit Facility contains customary restrictive covenants on the 
Company and its subsidiaries. Restrictive covenants in the credit agreement include, but are not limited to: 
prohibitions on creating, incurring or assuming any liens; entering into merger arrangements; selling, leasing, 
transferring or otherwise disposing of assets; making a material change in the nature of the business; entering 
into transactions with affiliates; and incurring indebtedness through the subsidiaries. Many of these restrictions 
are subject to certain minimum thresholds and exceptions. Financial covenants under the credit agreement 
include: (i) the quarterly maintenance of a leverage ratio (total debt to adjusted EBITDA), as defined in the credit 
agreement, of not greater than 3.00:1.00, and (ii) a minimum interest coverage ratio (EBITDA to interest 
expense) for the four consecutive fiscal quarters ended before the date of determination) of not less than 
4.00:1.00. The Company was in compliance with all debt covenants at December 31, 2016. 


Debt Financing Commitment 


In connection with the Merger Agreement, on December 16, 2016, the Company entered into a debt 
financing commitment letter (the “Commitment Letter”) with Barclays Bank PLC and Morgan Stanley Senior 
Funding, Inc. (the “Initial Commitment Parties”). Pursuant to the Commitment Letter, the Initial Commitment 
Parties committed to arrange and provide the Company with a senior secured credit facility (“Loan Facility”) 
composed of (i) a term loan of up to $475.0 million with an expected maturity of seven years from the execution 
date and (ii) a revolving credit facility of up to $100.0 million maturing five years after the execution date. On 
February 1, 2017 we issued common stock and mandatory convertible preferred stock for total net proceeds of 
$207.1 million and, as a result, on February 7, 2017, the term loan under the Loan Facility was reduced from 
$475.0 million to $260.0 million in accordance with the terms of the Commitment Letter. 


The availability of borrowings under the Loan Facility is subject to satisfaction of certain customary 
conditions which include termination and repayment of all amounts outstanding under our existing senior 
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unsecured revolving credit facility (using cash on hand). The senior secured credit facility will contain 
affirmative and negative financial and operating covenants and events of default customary for facilities of this 
type. The credit facility will be guaranteed by the Company’s domestic subsidiaries (subject to certain 
exceptions) and will be secured by substantially all of the Company’s assets. 


10. Commitments and Contingencies 
Legal Matters 


The Company is regularly involved in litigation and arbitration as well as examinations, inquiries and 
investigations by various regulatory bodies, including the SEC, involving its compliance with, among other 
things, securities laws, client investment guidelines, laws governing the activities of broker-dealers and other 
laws and regulations affecting its products and other activities. Legal and regulatory matters of this nature 
involve or may involve but are not limited to the Company’s activities as an employer, issuer of securities, 
investor, investment adviser, broker-dealer or taxpayer. In addition, in the normal course of business, the 
Company discusses matters with its regulators raised during regulatory examinations or is otherwise subject to 
their inquiry. These matters could result in censures, fines, penalties or other sanctions. 


The Company accrues for a liability when it is both probable that a liability has been incurred and the 
amount of the liability can be reasonably estimated. Significant judgment is required in both the determination of 
probability and the determination as to whether a loss is reasonably estimable. In addition, in the event the 
Company determines that a loss is not probable, but is reasonably possible, and it becomes possible to develop 
what the Company believes to be a reasonable range of possible loss, then the Company will include disclosures 
related to such matter as appropriate and in compliance with ASC 450, Loss Contingencies . The disclosures, 
accruals or estimates, if any, resulting from the foregoing analysis are reviewed at least quarterly and adjusted to 
reflect the impact of negotiations, settlements, rulings, advice of legal counsel and other information and events 
pertaining to a particular matter. Based on information currently available, available insurance coverage and 
established reserves, the Company believes that the outcomes of its legal and regulatory proceedings are not 
likely, either individually or in the aggregate, to have a material adverse effect on the Company’s results of 
operations, cash flows or its consolidated financial condition. However, in the event of unexpected subsequent 
developments and given the inherent unpredictability of these legal and regulatory matters, the Company can 
provide no assurance that its assessment of any claim, dispute, regulatory examination or investigation or other 
legal matter will reflect the ultimate outcome and an adverse outcome in certain matters could, from time to time, 
have a material adverse effect on the Company’s results of operations or cash flows in particular quarterly or 
annual periods. 


In re Virtus Investment Partners, Inc. Securities Litigation; formerly Tom Cummins v. Virtus Investment 
Partners Inc. et al 


On February 20, 2015, a putative class action complaint alleging violations of certain provisions of the 
federal securities laws was filed by an individual shareholder against the Company and certain of the Company’s 
current officers (the “defendants”’) in the United States District Court for the Southern District of New York (the 
“Court”). On April 21, 2015, three plaintiffs, including the original plaintiff, filed motions to be appointed lead 
plaintiff and, on June 9, 2015, the Court appointed Arkansas Teachers Retirement System lead plaintiff. On 
August 21, 2015, the plaintiffs filed a Consolidated Class Action Complaint (the “Consolidated Complaint’’) 
amending the originally filed complaint, which was purportedly filed on behalf of all purchasers of the 
Company’s common stock between January 25, 2013 and May 11, 2015 (the “Class Period’). The Consolidated 
Complaint alleges that, during the Class Period, the defendants disseminated materially false and misleading 
statements and concealed material adverse facts relating to certain funds formerly subadvised by F-Squared 
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Investments Inc. (“F-Squared”’). The Consolidated Complaint alleges claims under Sections 10(b) and 20(a) of 
the Exchange Act, and Rule 10b-5. The plaintiff seeks to recover unspecified damages. A motion to dismiss the 
Consolidated Complaint was filed on behalf of the Company and the other defendants on October 21, 2015. On 
July 1, 2016, the Court entered an opinion and order granting in part, and denying in part, the motion to dismiss, 
narrowing Plaintiff's claims under Sections 10(b) and 20(a) of the Exchange Act and dismissing one of the 
defendants from the suit. The remaining defendants’ Answer to the Consolidated Complaint was filed on 
August 5, 2016. The parties are briefing Plaintiffs motion for class certification, and oral argument on class 
certification will be held on March 3, 2017. The Company believes that the suit is without merit and intends to 
defend it vigorously. The Company believes that there is not a material loss that is probable and reasonably 
estimable related to this claim. 


Mark Youngers v. Virtus Investment Partners, Inc. et al 


On May 8, 2015, a putative class action complaint alleging violations of certain provisions of the federal 
securities laws was filed in the United States District Court for the Central District of California (the “District 
Court’) by an individual who alleges he is a former shareholder of one of the Virtus mutual funds formerly 
subadvised by F-Squared and formerly known as the AlphaSector Funds. The complaint alleges claims against 
the Company, certain of the Company’s officers and affiliates, and certain other parties (the “defendants’”’). The 
complaint was purportedly filed on behalf of purchasers of the AlphaSector Funds between May 8, 2010 and 
December 22, 2014, inclusive (the “Class Period’). The complaint alleges that, during the Class Period, the 
defendants disseminated materially false and misleading statements and concealed or omitted material facts 
necessary to make the statements made not misleading. On June 7, 2015, a group of three individuals, including 
the original plaintiff, filed a motion to be appointed lead plaintiff, and on July 27, 2015, the District Court 
appointed movants as lead plaintiff. On October 1, 2015, the plaintiffs filed a First Amended Class Action 
Complaint which, among other things, added a derivative claim for breach of fiduciary duty on behalf of Virtus 
Opportunities Trust. On October 19, 2015, the District Court entered an order transferring the action to the 
Southern District of New York (the “Court’”). On January 4, 2016, the Plaintiffs filed a Second Amended 
Complaint. A motion to dismiss was filed on behalf of the Company and affiliated defendants on February 1, 
2016. On July 1, 2016, the Court entered an opinion and order granting in part, and denying in part, the motion to 
dismiss. The Court dismissed four causes of action entirely and a fifth cause of action with respect to a portion of 
the Class Period. The Court also dismissed all claims against ten defendants named in the Complaint. The Court 
held that the Plaintiffs may pursue certain securities claims under Sections 10(b) and 20(a) of the Exchange Act 
and Section 12 of the Securities Act of 1933. The remaining defendants filed an Answer to the Second Amended 
Complaint on August 5, 2016. A Stipulation of Voluntary Dismissal of the claim under Section 12 of the 
Securities Act was filed on September 15, 2016. The defendants filed a motion to certify an interlocutory appeal 
of the July 1, 2016 order to the Court of Appeals for the Second Circuit on August 26, 2016. The motion was 
denied on January 6, 2017. The parties are briefing Plaintiff’s motion for class certification, and oral argument on 
class certification will be held on March 3, 2017. The Company believes that the suit has no basis in law or fact 
and intends to defend it vigorously. The Company believes that there is not a material loss that is probable and 
reasonably estimable related to this claim. 


Lease Commitments 


The Company incurred rental expenses, primarily related to office space, under operating leases of 
$4.4 million, $4.3 million and $3.7 million in 2016, 2015 and 2014, respectively. Minimum aggregate rental 
payments required under operating leases that have initial or remaining non-cancelable lease terms in excess of 
one year as of December 31, 2016 are as follows: $5.0 million in 2017; $4.5 million in 2018; $3.0 million in 
2019; $2.4 million in 2020; $1.9 million in 2021; and $1.3 million thereafter. 
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11. Equity Transactions 


As of December 31, 2016, 3.43 million shares of the Company’s common stock have been authorized to be 
repurchased under the Board of Directors approved share repurchase program and 0.2 million shares remain 
available for repurchase. Under the terms of the program, the Company may repurchase shares of its common 
stock from time to time at its discretion through open market repurchases, privately negotiated transactions and/ 
or other mechanisms, depending on price and prevailing market and business conditions. The program, which has 
no specified term, may be suspended or terminated at any time. 


During the year ended December 31, 2016, the Company repurchased a total of 2,572,417 common shares 
for approximately $233.7 million, under board approved repurchases which included the repurchase of 1,727,746 
common shares at a price of $93.50 per share for a total purchase price of $161.5 million with Bank of Montreal 
Holdings Inc. pursuant to a Stock Purchase Agreement and the repurchase of 556,516 shares, representing 6.7% 
of the Company’s common stock outstanding, pursuant to a “modified Dutch Auction” tender offer. As of 
December 31, 2016, the Company has repurchased a total of 3,786,561 shares of common stock at a weighted 
average price of $103.38 per share plus transaction costs for a total cost of $391.5 million. 


During each quarter of the year ended December 31, 2016, the Board of Directors declared quarterly cash 
dividends of $0.45 each. Total dividends declared were $13.0 million for the year ended December 31, 2016. At 
December 31, 2016, $3.5 million is included as dividends payable in liabilities in the Consolidated Balance 
Sheet, primarily representing the fourth quarter dividend to be paid on February 10, 2017 to all shareholders of 
record on January 31, 2017. 


On February 1, 2017, the Company issued 910,000 shares of common stock and 1,150,000 shares of 7.25% 
mandatory convertible preferred stock (“MCPS”) in a public offering which included the exercised over- 
allotment option for the MCPS offering for net proceeds of $207.1 million, after underwriting discounts, 
commissions and other offering expenses. On February 24, 2017, the underwriters exercised their option to 
purchase an additional 136,500 shares of common stock for net proceeds of $14.3 million. The mandatory 
convertible preferred stock was issued and has a liquidation preference of $100.00 per share. Unless converted 
earlier, each share of mandatory convertible preferred stock will convert automatically on February 1, 2020 (the 
“mandatory conversion date’”’) into between 0.7576 and 0.9091 shares of common stock, subject to customary 
anti-dilution adjustments. The number of shares of common stock issuable upon conversion will be determined 
based on the average volume-weighted average price per share of Virtus common stock over the 20 consecutive 
trading day period beginning on, and including, the 22nd scheduled trading day immediately preceding the 
mandatory conversion date. Each share of MCPS can be converted prior to the mandatory conversion date at the 
option of the holder at the minimum conversion rate of 0.7576 or at specified rate, in the event of a fundamental 
change as defined in the certificate of designations of the MCPS. 


Dividends on the mandatory convertible preferred stock will be payable on a cumulative basis when, as and 
if declared by Virtus’ board of directors, at an annual rate of 7.25 percent on the liquidation preference of 
$100.00 per share. If declared, these dividends will be paid in cash, or, subject to certain limitations, in shares of 
Virtus’ common stock (or a combination) on February 1, May 1, August 1, and November | of each year, 
commencing May 1, 2017, and continuing to, and including, February 1, 2020. 


F-28 


Virtus Investment Partners, Inc. 


Notes to Consolidated Financial Statements—(Continued) 


12. Accumulated Other Comprehensive Income 
The changes in accumulated other comprehensive loss, by component, are as follows: 


Unrealized Gains 


and (Losses) Foreign 
on Securities Currency 
Available-for- Translation 
Sale Adjustments 
($ in thousands) 
Balance December 31,2015 ........... 0.00.00 00 0 cue $(465) $(569) 
Unrealized net gain on available-for-sale securities, net of 
BE, 6) | (561°) RO 241 — 
Foreign currency translation adjustments, net of tax of 
CBSA BY) rece Ste, eese teeaveey 828 arta s ead eaten Wedclas Sanh — 569 
Amounts reclassified from accumulated other 
comprehensive loss ........ 0... c ee ence eee eee eee — — 
Net current-period other comprehensive income .......... _ 241 __569 
Balance December 31,2016 .......... 0. 0c cece eens $(224) $ — 
Unrealized Gains 
and (Losses) Foreign 
on Securities Currency 
Available-for- Translation 
Sale Adjustments 
($ in thousands) 
Balance December 31, 2014 ...............0....00005 $107 ) $(135) 
Unrealized net loss on available-for-sale securities, net of 
HAROLD. eeisacerahh dedse: Gb Baader eine ine Doetetoa Me oes (358) — 
Foreign currency translation adjustments, net of tax of 
$266) bcd: dedi db dbo oie daede deed dibeaes — (434) 
Amounts reclassified from accumulated other 
comprehensive loss ........ 0.0.0.0. cece ee eee eee — — 
Net current-period other comprehensive (loss) ........... (358) (434) 
Balance December 31,2015 ........... 0.0.00. 0 cee $(465) $(569) 


13. Retirement Savings Plan 


The Company sponsors a defined contribution 401(k) retirement plan (the “401(k) Plan’) covering all 
employees who meet certain age and service requirements. Employees may contribute a percentage of their 
eligible compensation into the 401(k) Plan, subject to certain limitations imposed by the Internal Revenue Code. 
The Company matches employees’ contributions at a rate of 100% of employees’ contributions up to the first 
3.0% and 50.0% of the next 2.0% of the employees’ compensation contributed to the 401(k) Plan. The 
Company’s matching contributions were $2.4 million, $2.1 million and $2.8 million in 2016, 2015 and 2014, 
respectively. 


14. Stock-Based Compensation 


The Company has an Omnibus Incentive and Equity Plan (the “Plan’”) under which officers, employees and 
directors may be granted equity-based awards, including restricted stock units (“RSUs’), stock options and 
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unrestricted shares of common stock. On May 25, 2016, the shareholders of the Company approved an 
amendment to the Plan, which increased the number of authorized shares to 2,400,000. At December 31, 2016, 
749,178 shares of common stock remain available for issuance of the 2,400,000 shares that were authorized for 
issuance under the Plan. 


Each RSU entitles the holder to one share of common stock when the restriction expires. RSUs generally 
have a term of one to three years and may be time-vested or performance-contingent. Stock options generally 
cliff vest after three years and have a contractual life of ten years. The fair value of each RSU is estimated using 
the intrinsic value method, which is based on the fair market value price on the date of grant unless it contains a 
performance metric that is considered a market condition. RSUs that contain a market condition are valued using 
a simulation valuation model. Stock options are granted with an exercise price equal to the fair market value of 
the shares at the date of grant. Shares that are issued upon vesting of RSUs and exercise of stock options are 
newly issued shares from the Plan and are not issued from treasury stock. 


Stock-based compensation expense is summarized as follows: 


Years Ended December 31, 
2016 2015 2014 
($ in thousands) 
Stock-based compensation expense ..............-..-. $11,948 $11,863 $9,778 


RSU activity for the year ended December 31, 2016 is summarized as follows: 


Weighted 
Average 

Number Grant Date 

of shares Fair Value 
Outstanding at December 31, 2015 2.0.2... 2. eee eee eee 191,617 $156.66 
GETAMESG ois pcs aciap aig cna oper actuisboince doge5) wctuigi a gnelanepaberg acgeaeeegnd-ap ewe 178,333 $ 80.33 
Porteited: fie diceeciank be bods oS bated r eee heudst ed dnwen (11,502) $109.64 
DSU Grete csc see ec ees dee teehee, Seman em tae atti, ess, ease taastawenee-eahe (55,624) $167.23 
Outstanding at December 31, 2016 ........ 0.0.0... 302,824 $111.56 


The grant-date intrinsic value of RSUs granted during the year ended December 31, 2016 was $14.3 million. 
The weighted-average grant-date fair value of RSUs granted during the years ended December 31, 2016, 2015 
and 2014 was $80.33, $134.37 and $183.83 per share, respectively. The total fair value of RSUs vested during 
the years ended December 31, 2016, 2015 and 2014 was $9.3 million, $11.8 million and $21.1 million, 
respectively. For the years ended December 31, 2016, 2015 and 2014, a total of 19,592, 37,488 and 50,952 
RSUs, respectively, were withheld through net share settlement by the Company to settle minimum employee tax 
withholding obligations. The Company paid $1.5 million, $5.1 million and $9.1 million for the years ended 
December 31, 2016, 2015 and 2014, respectively, in minimum employee tax withholding obligations related to 
RSUs withheld. These net share settlements had the effect of share repurchases by the Company as they reduced 
the number of shares that would have been otherwise issued as a result of the vesting. 


As of December 31, 2016, unamortized stock-based compensation expense for outstanding RSUs was 
$16.0 million, with a weighted average remaining contractual life of 1.4 years. As of December 31, 2015, 
unamortized stock-based compensation expense for outstanding RSUs was $16.7 million, with weighted average 
remaining contractual life of 1.7 years. The Company did not capitalize any stock-based compensation expenses 
during the years ended December 31, 2016, 2015 and 2014. There were no unvested stock options at 
December 31, 2016. 
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During the years ended December 31, 2016 and 2015, the Company granted 33,244 and 33,632 RSUs, 
respectively, each of which contains two performance based metrics in addition to a service condition 
(Performance Share Units or “PSUs’”). For the years ended December 31, 2016 and 2015, total stock-based 
compensation expense included $2.8 million and $2.5 million respectively, for PSUs. As of December 31, 2016 
and 2015, unamortized stock-based compensation expense related to PSUs was $3.3 million and $6.2 million, 
respectively. 


Compensation expense for these PSUs is recognized over the three year service period based upon the value 
determined using a combination of the intrinsic value method, for awards that contain a performance metric that 
represents a “performance condition” in accordance with ASC 718 and the Monte Carlo simulation valuation 
model for awards under the performance metric that represents a “market condition” under ASC 718. 
Compensation expense for the awards that contain a market condition is fixed at the date of grant and will not be 
adjusted in future periods based upon the achievement of the market condition. Compensation expense for the 
awards with a performance condition is recorded each period based upon a probability assessment of the 
expected outcome of the performance metric with a final adjustment upon the final outcome. 


Stock option activity for the year ended December 31, 2016 is summarized as follows: 


Weighted 
Number Average 
otsheres Exercise Pate 
Outstanding at December 31, 2015 .......... 0.0.0.0 .0 000007 156,636 $18.78 
Granted, «2.8607 iee hea eed es ee week a ei ake oe beets ete ees = $ — 
EXGrCisG scci2¢ 58 6. ebsl eee els ead ee Se eee (19,479) $25.89 
OTC fe sseteecace ch-6 Gs care tonah wares Sona ea aoe eee ease = $ — 
Outstanding at December 31, 2016............ 00.20.0000 ee 137,157 $17.77 
Vested and exercisable at December 31, 2016 ................ 137,157 $17.77 


The weighted-average remaining contractual term for stock options outstanding at December 31, 2016 and 
December 31, 2015 was 1.9 and 2.9 years, respectively. The weighted-average remaining contractual term for 
stock options vested and exercisable at December 31, 2016 was 1.9 years. At December 31, 2016, the aggregate 
intrinsic value of stock options outstanding and vested and exercisable was $13.8 million. The total intrinsic 
value of stock options exercised for the years ended December 31, 2016, 2015 and 2014 was $1.3 million, 
$0.7 million and $4.2 million, respectively. Cash received from stock option exercises was $0.5 million, 
$0.1 million and $0.8 million for 2016, 2015 and 2014, respectively. 


Employee Stock Purchase Plan 


The Company offers an employee stock purchase plan that allows employees to purchase shares of common 
stock on the open market at market price through after-tax payroll deductions. The initial transaction fees are 
paid for by the Company and shares of common stock are purchased on a quarterly basis. The Company does not 
reserve shares for this plan or discount the purchase price of the shares. 


15. Restructuring and Severance 


During the year ended December 31, 2016, the Company incurred $3.9 million in severance costs related to 
staff reductions, primarily in business support areas, and $0.4 million in costs related to future lease obligations 
and leasehold improvement write-offs for vacated office space. Total unpaid severance and related charges as of 
December 31, 2016 was $2.4 million. 
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16. Earnings Per Share 


The computation of basic and diluted earnings per share is as follows: 


Years Ended December 31, 
2016 2015 2014 

($ in thousands, except per share amounts) 
Net Income ........... 0.0.0: eect eee ene $48,763 $30,671 $96,965 
Noncontrolling interests... 2.0.2.0... ce eee eee eee (261) 4,435 735 
Net Income Attributable to Common Stockholders ... $48,502 $35,106 $97,700 
Shares: 
Basic: Weighted-average number of shares 

Outstanding i. .girs asd ge ee TAS Nueete ey oe es 7,648 8,797 9,091 
Plus: Incremental shares from assumed conversion of 

dilutive instruments ........ 0.0.0.0 cece eee eee 174 163 201 
Diluted: Weighted-average number of shares 

OULSTATGINS e.g: «seis ge 4 Ghabe of Seated aagratan Gisrat are aegh aleeanpekex 7,822 8,960 9,292 
Earnings per share—basic ................0 000s eae $ 634 $ 3.99 $ 10.75 
Earnings per share—diluted ....................00.. $ 6.20 $ 3.92 $ 10.51 


For the years ended December 31, 2016, 2015 and 2014, there were 7,973, 1,521 and 6,085 instruments, 
respectively, excluded from the above computations of weighted-average shares for diluted EPS because the 
effect would be anti-dilutive. 


17. Concentration of Credit Risk 


The concentration of credit risk with respect to advisory fees receivable is generally limited due to the short 
payment terms extended to clients by the Company. The following funds provided 10 percent or more of the total 
revenues of the Company: 


Years Ended December 31, 
2016 2015 2014 
($ in thousands) 
Virtus Emerging Markets Opportunities Fund 
Investment management, administration and transfer 
AVENE TEES 6.05 sree ede a ek on hehe $49,085 $62,329 $50,435 
Percent of total revenues ................00000- 15% 16% 11% 
Virtus Multi-Sector Short Term Bond Fund 
Investment management, administration and transfer 
AR ONE LESS ven 95.19 Bh oda cine ds Gelye tae te amano cae $43,579 $49,174 $55,401 
Percent of total revenues ................00000- 14% 13% 12% 


18. Consolidation 


The Company has two types of investment products that are consolidated: consolidated sponsored 
investment product and the consolidated investment product. Consolidated sponsored investment products are 
investment products in which the Company generally holds a majority of the beneficial interests. The 
consolidated investment product is a collateralized loan obligation (“CLO”) in which the Company has less than 
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the majority of the beneficial interests. The secured notes of the CLO have contractual recourse only to the 
related assets of the CLO and are classified as financial liabilities. The consolidation and deconsolidation of these 
investment products have no impact on net income attributable to stockholders. The Company’s risk with respect 
to these investments is limited to its beneficial interests in these products. The Company has no right to the 
benefits from, and does not bear the risks associated with, these investment products beyond the Company’s 
investments in, and fees generated from, these products. 


Consolidated Sponsored Investment Products 


In the normal course of its business, the Company sponsors various investment products. The Company 
consolidates, as a consolidated sponsored investment product, an investment product when it owns a majority of 
the voting interest in the entity or it is the primary beneficiary of an investment product that is a VIE. 


As of December 31, 2016 and December 31, 2015, the Company consolidated 19 and 12 sponsored 
investment products, respectively. During the year ended December 31, 2016, the Company consolidated 12 
additional sponsored investment products and deconsolidated 5 sponsored investment products because the 
Company no longer has a majority voting interest. 


The following table presents the balances of the consolidated sponsored investment products that were 
reflected in the Consolidated Balance Sheets as of December 31, 2016 and 2015: 


As of December 31, 
2016 2015 

($ in thousands) VOE’s VIE VOE’s VIE 
WOtaliCashy <3 sie3 sch Genk ac Sede dewraday shard. desk dicdah div ateacd anbteckiee's Secdcadesaracs $ 1,859 $ 2,775 $ 11,408 $ 458 
Total investments. «45.0364 .d000 64568) saagdee bvribs ane Gates 99,247 42,828 291,247 32,088 
All other assets 2... 0.0... ccc ccc eee een eens 2,211 1,059 8,281 268 
Total liabilities: 2.6.8 ses-saegeeeecs Oo ae ew dae da dcole Gace oS owes ete (2,310) (1,799) (14,948) (439) 
Redeemable noncontrolling interest ............ 00.2000 e eee (12,505) (24,761) (61,236) (12,628) 
The Company’s net interests in consolidated sponsored 

investment products .............. 00.00. e cece eee $ 88,502 $20,102 $234,752 $ 19,747 


Fair Value Measurements of Consolidated Sponsored Investment Products 


The assets and liabilities of the consolidated sponsored investment products measured at fair value on a 
recurring basis by fair value hierarchy level were as follows: 
As of December 31, 2016 
Level 1 Level 2 Level 3 Total 
($ in thousands) 


Assets 
Debt Securities” 2.2.64. 4-6 donate thee. gon 2b Sek OE ke ea Ae $ — $101,510 $ 87 $101,597 
Equity securities 2.0... 0. ccc ce eee cee n een ee neneeee 40,270 208 — 40,478 
DETEVALIVES: 25-2 4-210 Seareretshece.g thal aededas. eetodat he sided tien eee eit eheud he bed 4 — —_— 4 
Total assets measured at fair value ................... $40,274 $101,718 $ 87 $142,079 
Liabilities 
MI GREVAUIVES) n:-ce-che cas ee hares eian-arta og & satin Getelesdtiy aus usee ele dia $ 3 §$ 235 $62 $ 300 
Short Sales 6-5 oc o-) Sek d & ne Saw ow Sw ie Sereda oes 649 — — 649 
Total liabilities measured at fair value ................ $ 652 $ 235 $62 $ 949 
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Level 1 Level 2 Level 3 Total 
($ in thousands) 
Assets 
Debt SeCurities<.2.6c54.2.c20ee bade aid coed eee eedware ee $ — $151,156 $1,397 $152,553 
AGUILY SCCUFILICS® asc Gyahece cna eicedap lactate areas plabcotiglahecace ace 162,986 7,796 — 170,782 
Der VatlVeS: 644 ¢2-..62-0 seeds dan deed bean datewe tees 33 738 — 771 
Total assets measured at fair value ................. $163,019 $159,690 $1,397 $324,106 
Liabilities 
Derivatives 562 p<st0oeSe wees galdedwn ded eae eaeeee ne need $ 128 $ 844 $ — $ 972 
SNORE SASS cetera Nic aeee  cce cee amet a cateets re ecaels sete fonts gaa che eesees 5,334 75 — 5,409 
Total liabilities measured at fair value .............. $ 5462 $ 919 $ — §$ 6,381 


The following is a discussion of the valuation methodologies used for the assets and liabilities of the 
Company’s consolidated sponsored investment products measured at fair value. 


Investments of consolidated sponsored investment products represent the underlying debt, equity and other 
securities held in sponsored products, which are consolidated by the Company. Equity securities are valued at the 
official closing price on the exchange on which the securities are traded and are categorized within Level 1. 


Level 2 investments include most debt securities, which are valued based on quotations received from 


independent pricing services or from dealers who make markets in such securities and certain equity securities, 
including non-US securities, for which closing prices are not readily available or are deemed to not reflect readily 
available market prices and are valued using an independent pricing service. Pricing services do not provide 
pricing for all securities, and therefore indicative bids from dealers are utilized, which are based on pricing 
models used by market makers in the security and are also included within Level 2. Level 3 investments include 
debt securities that are not widely traded, are illiquid or are priced by dealers based on pricing models used by 
market makers in the security. 


The following table is a reconciliation of assets and liabilities of consolidated sponsored investment 
products for Level 3 investments for which significant unobservable inputs were used to determine fair value. 


Year Ended December 31, 
2016 2015 

(in thousands) 
Level 3 Debt Securities (a) 
Balance at beginning of period ................... $ 1,397 $1,065 
PULCHASES 525d 0:2 ees ezetces eared acmendoang wkatae seein ele dee 174 913 
Sal@S! 5.954. s-4uh ean ooh hehe eas Anes suede eee (1,472) (370) 
PaydOwns \s:cnceiacpanet bil 4 eek edie s Se 2G Be ok ee (5) (10) 
Change in unrealized loss, net ...............2000- 348 (113) 
Change in realized loss, net ....... 0.0.0.0 .0 02 eee (355) (141) 
Transfers from Level 2........... 0.00 c cece eee (62) 151 
Transfers'to Level 2. acc ccna datiigenn PO chee’ — (98) 
Balance at end of period ....................... $ 25 $1,397 


(a) None of the securities were internally fair valued at December 31, 2016 or December 31, 2015. 
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For the year ended December 31, 2016 and December 31, 2015, respectively, securities held by consolidated 
sponsored investment products with an end of period value of $3.7 million and $8.4 million, respectively, were 
transferred from Level 2 to Level 1 because certain non-US securities quoted market prices were no longer 
adjusted based on third-party factors derived from model-based valuation techniques for which the significant 
assumptions were observable in the market. No securities were transferred from Level | to Level 2 during the 
year ended December 31, 2016. Securities with an end of period market value of $0.2 million were transferred 
from Level | to Level 2 during the year ended December 31, 2015 because certain non-US securities’ quoted 
market prices were adjusted based on third-party factors derived from model-based valuation techniques for 
which the significant assumptions were observable in the market or an exchange price for preferred shares was 
no longer available. 


Derivatives 


Certain consolidated sponsored investment products may employ derivative instruments as part of their 
investment strategies. These derivatives may include futures contracts, swaps contracts, options contracts and 
forward contracts. Derivative instruments in an asset position are classified as other assets of consolidated 
sponsored investment products in the Consolidated Balance Sheets. Derivative instruments in a liability position 
are classified as liabilities of consolidated sponsored investment products within the Consolidated Balance 
Sheets. The change in fair value of such derivatives is recorded in realized and unrealized gain (loss) on 
investments of consolidated sponsored investment products, net, in the Consolidated Statements of Operations. In 
connection with entering into these derivative contracts, these consolidated sponsored investment products may 
be required to pledge an amount of cash equal to the appropriate “initial margin” requirements . The cash 
pledged or on deposit is recorded in the Consolidated Balance Sheets of the Company as Cash pledged or on 
deposit of consolidated sponsored investment products. The fair value of such derivatives at December 31, 2016 
was immaterial. 


Short Sales 


Certain consolidated sponsored investment products may engage in short sales, which are transactions in 
which a security is sold, which is not owned or is owned but there is no intention to deliver, in anticipation that 
the price of the security will decline. Short sales are recorded in the Consolidated Balance Sheets within other 
liabilities of consolidated sponsored investment products. 


Borrowings 


One of the Company’s consolidated sponsored investment products may employ leverage in the form of 
using proceeds from short sales, which allows it to use its long positions as collateral in order to purchase 
additional securities. The use of these proceeds from short sales is secured by the assets of the consolidated 
sponsored investment product, which are held with the custodian in a separate account. This consolidated 
sponsored investment product is permitted to borrow up to 33.33% of its total assets. 


Consolidated Investment Product 
Overview 


On June 9, 2016, the Company issued a collateralized loan obligation (“CLO”) with a par value of 
$356.3 million consisting of six classes of senior secured floating rate notes payable with a par value of 
$320.0 million and subordinated notes with a par value of $36.3 million. Upon the launch of the CLO, the 
warehouse debt of $152.6 million was repaid, and the Company redeemed its preference shares while 
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simultaneously making a $36.3 million investment in the CLO’s subordinated notes. The CLO is a special 
purpose vehicle that owns a portfolio of investments and issues various tranches of debt and subordinated note 
securities to finance the purchase of those investments. The investment activities of the CLO are governed by 
investment guidelines contained within the CLO’s governing documents. The CLO has a defined investment 
period during which it is permitted to make investments and reinvest capital as it becomes available. 


The CLO is a VIE, and the Company consolidates the CLO’s assets and liabilities as a consolidated 
investment product within its financial statements as it is the primary beneficiary of the VIE. The Company has 
determined that it is the primary beneficiary of the VIE as it has the power to direct the activities that most 
significantly impact the economic performance of the entity and has the obligation to absorb losses, or the rights 
to receive benefits from, the VIE that could potentially be significant to the VIE. 


As discussed in Note 2, the Company adopted ASU 2014-13 effective January 1, 2016. This guidance 
requires reporting entities to use the more observable of the fair value of the financial assets or the financial 
liabilities to measure the financial assets and the financial liabilities of a CFE when a CFE is initially 
consolidated. The Company has elected the measurement alternative for its consolidated investment product and 
has determined that the fair value of the financial assets of the CFE is more observable than the fair value of the 
financial liabilities of the CFE. The Company’s earnings from the consolidated investment product will reflect 
changes in value of the Company’s beneficial interest in the consolidated investment product. The fair value of 
the Company’s beneficial interest, which is eliminated in consolidation, is determined primarily based on an 
income approach. The income approach is driven by current information such as market yields and projected 
cash flows expected to be received from the portfolio of collateral assets based on forecasted default and 
recovery rates that a market participant would use in determining the current fair value of the interest. The 
Company utilizes unadjusted third party pricing information in determining the fair value of its beneficial 
interest. 


The following table presents the balances of the consolidated investment product that, after intercompany 
eliminations, were reflected in the Condensed Consolidated Balance Sheets as of December 31, 2016 and 
December 31, 2015: 


As of December 31, 
2016 2015 

($ in thousands) 
Total cash equivalents ............. 0000 e eee eee $ 14,449 $ 8,297 
Total investments ....... 0.000... ccc eee eee 346,967 199,485 
OEE ASSIS: 2 eosod sie 8 Se Aaok Bde Beis a idles bk 8 5,888 1,467 
IDEDE 25: 2b gs asec, Se nih Abode een ews gases —_ (152,597) 
Notes payable yc. os cece eed phat eden ds oere 5 (328,761) — 
Securities purchased payable and other liabilities ..... (12,534) (18,487) 
The Company’s net interests in the consolidated 

investment product .....................0.0-. $ 26,009 $ 38,165 


Total Investments of Consolidated Investment Product 


Total investments represent bank loan investments of $347.0 million at December 31, 2016, primarily 
comprised of secured corporate loans from a variety of industries. These bank loan investments mature at various 
dates between 2018 and 2025, pay interest at LIBOR plus a spread of up to 8.25% and typically range in S&P 
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credit rating categories from BBB- to B-. At December 31, 2016, the fair value of the senior bank loans exceeded 
the unpaid principal balance by approximately $1.3 million. No collateral assets were in default as of 
December 31, 2016. 


Notes Payable of Consolidated Investment Product 


The CLO has note obligations that bear interest at variable rates based on LIBOR plus a pre-defined spread 
ranging from 1.0% to 8.75%. The principal amounts outstanding of the note obligations issued by the CLO 
mature in April 2028. The CLO may elect to reinvest any prepayments received on bank loan investments prior 
to April 2020. Any subsequent prepayments received must be used to pay down the note obligations. 


The Company’s beneficial interests and maximum exposure to loss related to the consolidated investment 
product is limited to (i) ownership in the subordinated notes and related participations in management fees of the 
CLOs and (ii) accrued management fees. The secured notes of the CLO have contractual recourse only to the 
related assets of the CLO and are classified as financial liabilities. Although these beneficial interests are 
eliminated upon consolidation, the application of the measurement alternative, prescribed by ASU 2014-13 and 
adopted on January 1, 2016, results in the net amount of the consolidated investment product shown above to be 
equivalent to the beneficial interests retained by the Company at December 31, 2016 as shown in the table below: 


As of 
Beneficial Interests December 31, 2016 
($ in thousands) 
Subordinated notes ...... 0.0.0.0... 0c eee eee eee $25,668 
Accrued investment management fees ............ 341 
Total Beneficial Interests ................. $26,009 


The following table represents revenue and expenses of the consolidated investment product included in the 
Company’s Consolidated Statements of Operations for the periods indicated: 


Year Ended 
December 31, 2016 
($ in thousands) 
Income: 
Realized and unrealized loss, net ................ $ (1,070) 
Interest INCOME” o.c¢ bs. ecci Se Gaede ee ed Are Saw & 12,893 
Total Revenue: ..2.iccgciacdiww bolas Soe $11,823 
Expenses: 
Other operating expenses ...................0-. 3,944 
Interest expense sic yaict beige Ma pedicnd gee Relareatinahs 11,292 
Total EXpense. 2a sn ccsanceieede ede eeee eas $15,236 


Net Loss attributable to consolidated investment 
PLOGUCE 66k SG Rae he Danae Leer $ (3,413) 


F-37 


Virtus Investment Partners, Inc. 
Notes to Consolidated Financial Statements—(Continued) 
As summarized in the table below, the application of the measurement alternative as prescribed by 


ASU 2014-13 results in the consolidated net income summarized above to be equivalent to the Company’s own 
economic interests in the consolidated investment product which are eliminated upon consolidation: 


Year Ended 
Economic Interests December 31, 2016 
($ in thousands) 
Distributions received and unrealized losses on the 
subordinated notes held by the Company ........ (4,398) 
Investment management fees ................... 985 
Total Economic Interests ................. $(3,413) 


Fair Value Measurements of Consolidated Investment Product 


The assets and liabilities of the consolidated investment product measured at fair value on a recurring basis 
by fair value hierarchy level were as follows: 


As of December 31, 2016: 
Level 1 Level 2 Level 3 Total 


($ in thousands) 


Assets 
Cash equivalents ........... 0.0.0 cece eee eee $14,449 $ — $— $ 14,449 
Bank loans: scc0dehcneprd dni diye ceed sd-4 dae bbb ae eed — 346,967 — 346,967 
Total Assets Measured at Fair Value ................. $14,449 $346,967 $— $361,416 
Liabilities 
Notes payablé..scs.0 cin cedidwntieed edediotGteteboaee $ — $328,761 $— $328,761 
Total Liabilities Measured at Fair Value .............. $ — $328,761 $— $328,761 


As of December 31, 2015: 
Level 1 Level 2 Level 3 Total 


($ in thousands) 


Assets 
Cash equivalents ......... 0.00. cece eee ee $ 8,297 $ — $—  §$ 8,297 
Bank loans: 2--0.0dc6-pedc6 be oe de soe hoe bee bbe ease ee — 199,485 — 199,485 


Total Assets Measured at Fair Value ................. $ 8,297 $199,485 $— $207,782 


The following is a discussion of the valuation methodologies used for the assets and liabilities of the 
Company’s consolidated investment product measured at fair value: 


Cash equivalents represent investments in money market funds. Cash investments in actively traded money 
market funds are valued using published net asset values and are classified as Level 1. 


Bank loans represent the underlying debt securities held in the sponsored product which are consolidated by 
the Company. Bank loan investments include debt securities, which are generally at the average mid-point of bid 
and ask quotations obtained from a third-party pricing service. Fair value may also be based upon valuations 
obtained from independent third-party brokers or dealers utilizing matrix pricing models that consider 
information regarding securities with similar characteristics. In certain instances, fair value has been determined 
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utilizing discounted cash flow analyses or single broker non-binding quotes. Depending on the nature of the 
inputs, these assets are classified as Level |, 2 or 3 within the fair value measurement hierarchy. 


Notes payable represent notes issued by the CLO and are measured using the measurement alternative in 
ASU 2014-13. Accordingly, the fair value of CLO liabilities was measured as the fair value of CLO assets less 
the sum of (a) the fair value of the beneficial interests held by the Company and (b) the carrying value of any 
beneficial interests that represent compensation for services. 


The estimated fair value of debt at December 31, 2015, which had a variable interest rate, approximated its 
carrying value. The securities purchase payable at December 31, 2016 and December 31, 2015 approximated fair 
value due to the short-term nature of the instruments. 


Nonconsolidated VIEs 


The Company has interests in certain entities that are VIEs that the Company does not consolidate as it is 
not the primary beneficiary of those entities. The Company is not the primary beneficiary as its interest in the 
entities does not provide the Company with the power to direct the activities that most significantly impact the 
entities economic performance. At December 31, 2016, the carrying value and maximum risk of loss related to 
these VIEs was $9.0 million. 


Certain of the Company’s affiliates serve as the collateral manager for other collateralized loan and 
collateralized bond obligations (collectively, “CDOs”). The assets and liabilities of these CDOs reside in 
bankruptcy remote, special purpose entities in which the Company has no ownership in, nor holds any notes 
issued by, the CDOs and provides neither recourse nor guarantees. 


The Company determined that its investment management fees received as collateral manager for these 
CDOs did not represent a variable interest as: (1) the fees the Company earns are compensation for services 
provided and are commensurate with the level of effort required to provide the investment management services; 
(2) the Company does not hold other interests in the CDOs that individually, or in the aggregate, would absorb 
more than an insignificant amount of the CDO’s expected losses or receive more than an insignificant amount of 
the CDO’s expected residual return; and (3) the investment management arrangement only includes terms, 
conditions, or amounts that are customarily present in arrangements for similar services negotiated at arm’s 
length. 


19. Subsequent Events 


On February 1, 2017 the Company issued 910,000 shares of common stock and 1,150,000 shares of 7.25% 
mandatory convertible preferred stock in a public offering which included the exercise of the underwriter option 
to purchase additional mandatory convertible preferred stock for net proceeds of $207.1 million, after 
underwriting discounts, commissions and other offering expenses. On February 24, 2017, the underwriters 
exercised their option to purchase an additional 136,500 shares of common stock for net proceeds of 
$14.3 million. The mandatory convertible preferred stock was issued and has a liquidation preference of $100.00 
per share. Unless converted earlier, each share of mandatory convertible preferred stock will convert 
automatically on February 1, 2020 (the “mandatory conversion date”), into between 0.7576 and 0.9091 shares of 
common stock, subject to customary anti-dilution adjustments. The number of shares of common stock issuable 
upon conversion will be determined based on the average VWAP per share of Virtus common stock over the 20 
consecutive trading day period beginning on, and including, the 22nd scheduled trading day immediately 
preceding the mandatory conversion date. Each share of mandatory convertible preferred stock can be converted 
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prior to February 1, 2020 at the option of the holder at the minimum conversion rate of 0.7576 or at specified rate 
in the event of a fundamental change as defined in the certificate of designations of the mandatory convertible 
preferred stock. On February 7, 2017, the term loan commitment under the Loan Facility was reduced from 
$475.0 million to $260.0 million as a result of our February 1, 2017, issuances of common stock and mandatory 
convertible preferred stock. 


Dividends on the mandatory convertible preferred stock will be payable on a cumulative basis when, as and 
if declared by Virtus’ board of directors, at an annual rate of 7.25% on the liquidation preference of $100.00 per 
share. If declared, these dividends will be paid in cash, or, subject to certain limitations, in shares of Virtus’ 
common stock (or a combination) on February 1, May 1, August 1, and November | of each year, commencing 
May 1, 2017, and continuing to, and including, February 1, 2020. 


On February 6, 2017, the Company repaid the full outstanding balance of $30.0 million on the Company’s 
Credit Facility. 


On February 15, 2017, the Company declared a quarterly cash dividend of $0.45 per common share to be 
paid on May 10, 2017 to shareholders of record at the close of business on April 28, 2017. The Company also 
declared a quarterly cash dividend of $1.8125 per share on the Company’s 7.25% mandatory convertible 
preferred stock to be paid on May 1, 2017 to shareholders of record at the close of business on April 15, 2017. 


20. Selected Quarterly Data (Unaudited) 


2016 
Fourth Third Second First 
($ in thousands, except share data) Quarter Quarter Quarter Quarter 
Revenues .......... 0c cece cece ee eee eee eneeeuee $79,850 $82,324 $80,085 $80,295 
Operating Income ............ 00. cee eee eee eee 12,783 16,538 8,743 12,750 
Net Income Attributable to Common Stockholders .... 12,426 15,625 8,088 12,363 
Earnings (loss) per share—Basic .................. $ 194 $ 204 $ 0.99 §$ 1.48 
Earnings (loss) per share—Diluted ................. $ 187 $ 199 $ 0.97 $ 1.45 
2015 
Fourth Third Second First 
($ in thousands, except share data) Quarter Quarter Quarter Quarter 
Revenues ......... 0... eee eee ete eee nee e eae $86,115 $92,375 $99,656 $103,831 
Operating IncOME:«4..253..460+ 04 8esereweetead vas 16,506 23,112 16,208 24,542 
Net Income (Loss) Attributable to Common 
StOCGKHOIErS 4.4 5:5:dta ech ponandsk pladien PRA now arandudeaed 6,636 (649) 9,777 19,342 
Earnings per share—Basic ..............0--.0 000 $ 0.78 $ (0.07) $ 110 $ 2.16 
Earnings per share—Diluted ..................... $ 0.76 $ (0.07) $ 108 $ 2.11 
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I, George R. Aylward, certify that: 
1. [have reviewed this annual report on Form 10-K of Virtus Investment Partners, Inc.; 


2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit 
to state a material fact necessary to make the statements made, in light of the circumstances under which 
such statements were made, not misleading with respect to the period covered by this report; 


3. Based on my knowledge, the financial statements, and other financial information included in this 
report, fairly present in all material respects the financial condition, results of operations and cash flows of 
the registrant as of, and for, the periods presented in this report; 


4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining 
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal 
control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the 
registrant and have: 


(a) Designed such disclosure controls and procedures, or caused such disclosure controls and 
procedures to be designed under our supervision, to ensure that material information relating to the 
registrant, including its consolidated subsidiaries, is made known to us by others within those entities, 
particularly during the period in which this report is being prepared; 


(b) Designed such internal control over financial reporting, or caused such internal control over 
financial reporting to be designed under our supervision, to provide reasonable assurance regarding the 
reliability of financial reporting and the preparation of financial statements for external purposes in 
accordance with generally accepted accounting principles; 


(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in 
this report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of 
the period covered by this report based on such evaluation; and 


(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that 
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of 
an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s 
internal control over financial reporting; and 


5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation 
of internal control over financial reporting, to the registrant’s auditors and the audit committee of the 
registrant’s board of directors (or persons performing the equivalent functions): 


(a) All significant deficiencies and material weaknesses in the design or operation of internal control 
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, 
process, summarize and report financial information; and 


(b) Any fraud, whether or not material, that involves management or other employees who have a 
significant role in the registrant’s internal control over financial reporting. 


Date: February 27, 2017 


/s/_ GEORGE R. AYLWARD 


George R. Aylward 
President, Chief Executive Officer and Director 
(Principal Executive Officer) 


Exhibit 31.2 
CERTIFICATION UNDER SECTION 302 


I, Michael A. Angerthal, certify that: 
1. [have reviewed this annual report on Form 10-K of Virtus Investment Partners, Inc.; 


2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit 
to state a material fact necessary to make the statements made, in light of the circumstances under which 
such statements were made, not misleading with respect to the period covered by this report; 


3. Based on my knowledge, the financial statements, and other financial information included in this 
report, fairly present in all material respects the financial condition, results of operations and cash flows of 
the registrant as of, and for, the periods presented in this report; 


4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining 
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal 
control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the 
registrant and have: 


(a) Designed such disclosure controls and procedures, or caused such disclosure controls and 
procedures to be designed under our supervision, to ensure that material information relating to the 
registrant, including its consolidated subsidiaries, is made known to us by others within those entities, 
particularly during the period in which this report is being prepared; 


(b) Designed such internal control over financial reporting, or caused such internal control over 
financial reporting to be designed under our supervision, to provide reasonable assurance regarding the 
reliability of financial reporting and the preparation of financial statements for external purposes in 
accordance with generally accepted accounting principles; 


(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in 
this report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of 
the period covered by this report based on such evaluation; and 


(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that 
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of 
an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s 
internal control over financial reporting; and 


5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation 
of internal control over financial reporting, to the registrant’s auditors and the audit committee of the 
registrant’s board of directors (or persons performing the equivalent functions): 


(a) All significant deficiencies and material weaknesses in the design or operation of internal control 
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, 
process, summarize and report financial information; and 


(b) Any fraud, whether or not material, that involves management or other employees who have a 
significant role in the registrant’s internal control over financial reporting. 


Date: February 27, 2017 


/s/ MICHAEL A. ANGERTHAL 


Michael A. Angerthal 
Executive Vice President, Chief Financial Officer 
(Principal Financial Officer and Principal Accounting Officer) 


Exhibit 32.1 


CERTIFICATIONS OF CEO AND CFO PURSUANT TO 18 U.S.C. SECTION 1350, 
AS ADOPTED PURSUANT TO 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 


In connection with this Annual Report on Form 10-K of Virtus Investment Partners, Inc. (the “Company”’) 
for the fiscal year ended December 31, 2016, as filed with the Securities and Exchange Commission on the date 
hereof (the “Report’”’), each of the undersigned officers of the Company hereby certifies, pursuant to 18 U.S.C. 
Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that to the best of his 
knowledge: 


(1) the Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange 
Act of 1934; and 


(2) the information contained in the Report fairly presents, in all material respects, the financial condition 
and results of operations of the Company. 


Dated: February 27, 2017 


/s/_ GEORGE R. AYLWARD 


George R. Aylward 
President, Chief Executive Officer and Director 
(Principal Executive Officer) 


/s/_ MICHAEL A. ANGERTHAL 
Michael A. Angerthal 
Executive Vice President, Chief Financial Officer 
(Principal Financial Officer and 
Principal Accounting Officer) 
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SUPPLEMENTAL FINANCIAL INFORMATION 


Non-GAAP Information and Reconciliations 
(Dollars in thousands except per share data) 


The following are reconciliations and related notes of the most comparable U.S. GAAP measure to each non- 


GAAP measure. 


The non-GAAP financial measures included in this report differ from financial measures determined in 
accordance with U.S. GAAP as a result of the reclassification of certain income statement items, as well as the 
exclusion of certain expenses and other items that are not reflective of the earnings generated from providing 
investment management and related services. Non-GAAP financial measures have material limitations and 


should not be viewed in isolation or as a substitute for U.S. GAAP measures. 


Reconciliation of Total Revenues, GAAP to Total Revenues, as Adjusted: 


a Welve Mouths Ended 

2A eS hanes 
Totalireventies (GAAP 2.6.6: d S4 yas tis ates Pd SR ad deine ik, a ee Bee $322,554 $381,977 (16%) 
Distribution and other asset-based expenses (1) ......... 0.00.2 cee eee eee (69,049) (89,731) (23%) 
Consolidated investment products revenues (2) .... 0.0.0... e eee eee ee 702 1,603 (56%) 
OUNEr 4 o3to5 te eeek seeks che aaa dad £32 hee aul ee aee eee te — 1,166 (100%) 
Total revenues, as adjusted ... 0.0.0... cece eens $254,207 $295,015 (14%) 
Reconciliation of Total Operating Expenses, GAAP to Operating Expenses, as Adjusted: 

2 ees ons Ende 

Dees. dete 2 ae 
Total operating expenses, GAAP ........... 00.0. c cece eens $271,740 $301,599 (10%) 
Distribution and other asset-based expenses (1) ........... 00.0 ee eee eee ee (69,049) (89,731) (23%) 
Consolidated investment products expenses (2) ......... 0000 ce eee eee eee (6,953) (4,134) 68% 
Amortization of intangible assets (3) 1.0... 0... eee eee (2,461) (3,295) (25%) 
Restructuring and severance (4) .... 0... 0. cece cette eens (4,270) — 0% 
OPEr (6) Seccset boe Vd Selb ce dane eee’ Uh Sede are ee ed MERGES (5,175) (17,748) (71%) 
Total operating expenses, as adjusted .... 0.2.0... eee cece eee eee $183,832 $186,691 (2%) 
Reconciliation of Operating Income, GAAP to Operating Income, as Adjusted: 

Twelve Months Ended 

12/31/2016 12/31/2015 % Change 
Operating “income; GAAP » 2 e046 ise She Ma a alk eka eee econ $50,814 $ 80,378 (37%) 
Consolidated investment products operating income (2) .................. 7,655 5,737 33% 
Amortization of intangible assets (3) ....... 2.00... cece eee eee eee 2,461 3,295 = (25%) 
Restructuring and severance (4) 1.0... 0... cece eet ee eens 4,270 — 0% 
Other (6): 3 423.Se akate eeaie as MSG She obese Ree eee Bee Ree a 5,175 18,914 (73%) 
Operating income, as adjusted 1.0.2... 0... cece eee eee $70,375 $108,324 (35%) 
Operating marpin, GAAP | o.oo eee ea aie hace as dig A ape ea Sos aed 15.8% 21.0% 
Operating margin, as adjusted ....... 0... 0. eee eee 27.7% 36.7% 


Reconciliation of Net Income Attributable to Common Stockholders, GAAP to Net Income Attributable to 


Common Stockholders, as Adjusted: 


Twelve Months Ended 

12/31/2016 12/31/2015 % Change 
Net income attributable to common stockholders, GAAP ................. $ 48,502 $35,106 38% 
Amortization of intangible assets, net of tax (3)... 0.0... cece ee ee eee 1,526 2,033 (25%) 
Restructuring and severance, net of tax (4)... 0.0.0... eee eee 2,647 — 0% 
Seed capital and CLO investments, net of tax (5) 2.2... 0... eee eee eee (11,589) 17,936 (165%) 
Other: net of tax(6)\4 2003's hoels ta hasten hed eS e284 te hee Wee ba wed 33222 12,734 (75%) 
Net income attributable to common stockholders, as adjusted .............. $ 44,308 $67,809 (35%) 
Weighted Average Shares Outstanding — Basic ..................00.0000. 7,648 8,797 (13%) 
Weighted Average Shares Outstanding — Diluted .....................0.. 7,822 8,960 (13%) 
Weighted Average Shares Outstanding — Diluted, as adjusted (a) ........... 7,822 8,960 (13%) 
Earnings Per Share — Basic, GAAP ... 2.2.0... eee $ 6.34 $ 3.99 59% 
Earnings Per Share — Diluted, GAAP ............. 00... cee eee $ 6.20 $ 3.92 58% 
Earnings Per Share — Basic, as adjusted ........... 0.0.00 eee eee eee $ 5.79 $ 7.71 (25%) 
Earnings Per Share — Diluted, as adjusted .......... 00.0.0... 0c e eee eee $ 566 $ 7.57 (25%) 


(a) Reflects dilutive impact to shares in all periods; differs from GAAP basis in periods of a GAAP earnings loss, if any 


Notes to Reconciliations: 


1. 


Distribution and other asset-based expenses — Payments to third-party distribution partners and third- 
party service providers for investment management-related services that are generally passed directly 
through to the external parties. Management believes that making this adjustment aids in comparing the 
company’s operating results with other asset management firms that do not utilize intermediary 
distribution partners or third-party service providers. 


Consolidated investment products — Revenues and expenses generated by operating activities of 
majority owned funds and CLOs. Management believes that excluding these operating activities to 
reflect revenues and expenses of the company prior to the consolidation of these products is consistent 
with the approach of reflecting its operating results. 


Amortization of intangible assets — Non-cash amortization expense or impairment expense, if any, 
attributable to acquisition-related intangible assets. Management believes that making this adjustment 
aids in comparing the company’s operating results with other asset management firms that have not 
engaged in acquisitions. 

Restructuring and severance — Certain expenses associated with restructuring the business, including 
lease abandonment-related expenses, and severance costs associated with staff reductions, that are not 
reflective of the ongoing earnings generation of the business. Management believes that making this 
adjustment aids in comparing the company’s operating results with prior periods. 


Seed capital and CLO investments — Gains and losses (realized and unrealized), dividends and interest 
income generated by seed capital and CLO investments. Earnings or losses generated by investments in 
seed capital and CLO products can vary significantly from period to period and do not reflect the 
company’s operating results from providing investment management and related services. Management 
believes that making this adjustment aids in comparing the company’s operating results with prior 
periods and with other asset management firms that do not have meaningful seed capital and CLO 
investments. 


Other — Certain acquisition-related expenses and systems-related expenses that are not reflective of the 
ongoing earnings generation of the business. In addition, it includes income tax expense/(benefit) 
items, such as adjustments for uncertain tax positions, valuation allowances and other unusual items 
not related to current operating results to reflect a normalized effective rate. Management believes that 
making these adjustments aids in comparing the company’s operating results with prior periods. 
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Components of Other for the respective periods are shown in the table below: 


Twelve Months Ended 

12/31/2016 12/31/2015 
Other 
LOSS CONUNBENCY oi2520sasacuvatsdiwsdeentde sider ogo. pebnede ek heeded es $ — $16,500 
‘Tax.ampact Of loss COMUNBENCY s..2 22h icdsoesha Glee ee pe epee ae Meee — (5,507) 
‘Transition related £evenues . oi5 vse va eae aedee a Gee Grd Geese Gree 4d Gee Soe wd ands — 1,166 
Tax impact of transition related revenues ......... 0... 0c eee eee eee eee — (442) 
System transition CXpenses 2... ce ee eee ede ee eee ee eee ee 1,828 1,248 
Tax impact of system transition expenses ........ 0... cee eee ee eee eens (693) (476) 
Acquisition related expenses .... 20... 0... cee cette nes 3,347 — 
Tax impact of acquisition related expenses ..... 0... 0... eee eee eee (1,260) — 
Discrete tax-adjustMent. .poi.sc0cs5 ted et Chast ge Peed d ee nee ate Mewes — 245 
POtal OUMer iiu.o os ee ged ka Pe eae ead ME ot BH Es Re oe adem ene ON asa aes $3,222 $12,734 
Definitions: 


Revenues, as adjusted, comprise the fee revenues paid by clients for investment management and related 
services. Revenues, as adjusted, for purposes of calculating net income attributable to common stockholders, as 
adjusted, differ from U.S. GAAP revenues in that they are reduced by distribution and other asset-based expenses 
that are generally passed through to external parties, and exclude the impact of consolidated sponsored 
investment products. 


Operating expenses, as adjusted, is calculated to reflect expenses from ongoing continuing operations 
attributable to stockholders. Operating expenses, as adjusted, for purposes of calculating net income attributable 
to common stockholders, as adjusted, differ from U.S. GAAP expenses in that they exclude amortization or 
impairment, if any, of intangible assets, restructuring and severance, the impact of consolidated sponsored 
investment products, and certain other expenses that do not reflect the ongoing earnings generation of the 
business. 


Operating margin, as adjusted, is a metric used to evaluate efficiency represented by operating income, as 
adjusted, divided by revenues, as adjusted. 


Earnings per share, as adjusted, represent net income attributable to common stockholders, as adjusted, divided 
by weighted average shares outstanding, on either a basic or diluted basis. 
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Additional Information Regarding Investment Performance Ratings 


Information on Virtus Funds rated by Morningstar as of 12/31/16: 


Description Overall 3 yr. 5 yr. 10 yr. 
Number of 3/4/5 Star Funds 29 31 20 14 
Percentage of Assets 90% 90% 84% 91% 
Number of 4/5 Star Funds 19 18 13 10 
Percentage of Assets 84% 719% 73% 88% 
Total Funds 40 40 33 23 


Data quoted represents past performance. Past performance does not guarantee future results. Current 
performance may be lower or higher than the performance data quoted. Investing involves risk, including the 
possible loss of principal. The value of your investment will fluctuate over time and you may gain or lose money. 


Morningstar Ratings as of 12/31/16 


The Morningstar Rating™ for funds, or “star rating,” is calculated for managed products (including mutual funds, 
variable annuity and variable life subaccounts, exchange-traded funds, closed-end funds, and separate accounts) 
with at least a three-year history. Exchange-traded funds and open-ended mutual funds are considered a single 
population for comparative purposes. It is calculated based on a Morningstar Risk-Adjusted Return measure that 
accounts for variation in a managed product’s monthly excess performance, placing more emphasis on downward 
variations and rewarding consistent performance. The top 10% of products in each product category receive 5 
stars, the next 22.5% receive 4 stars, the next 35% receive 3 stars, the next 22.5% receive 2 stars, and the bottom 
10% receive | star. The Overall Morningstar Rating for a managed product is derived from a weighted average of 
the performance figures associated with its three-, five-, and 10-year (if applicable) Morningstar Rating metrics. 
The weights are: 100% three-year rating for 36-59 months of total returns, 60% five-year rating/40% three-year 
rating for 60-119 months of total returns, and 50% 10-year rating/30% five-year rating/20% three-year rating for 
120 or more months of total returns. While the 10-year overall star rating formula seems to give the most weight 
to the 10-year period, the most recent three-year period actually has the greatest impact because it is included in 
all three rating periods. 


© 2016 Morningstar, Inc. All rights reserved. The information contained herein: (1) is proprietary to Morningstar 
and/or its content providers; (2) may not be copied or distributed; and (3) is not warranted to be accurate, 
complete, or timely. Neither Morningstar nor its content providers are responsible for any damages or losses 
arising from any use of this information. Past performance is no guarantee of future results. 


Additional Information Regarding Lipper Fund Awards 


Methodology: The Lipper Fund Awards are based on the Lipper Ratings for Consistent Return, which is a risk- 
adjusted performance measure calculated over 36, 60 and 120 month periods. The highest 20% of funds in each 
category are named Lipper Leaders for Consistent Return and receive a score of 5, the next 20% receive a score 
of 4, the middle 20% are scored 3. the next 20% are scored 2 and the lowest 20% are scored 1. 


For Lipper Best Individual Funds, the highest Lipper Leader for Consistent Return (Effective Return) value 
within each eligible classification determines the fund classification winner over 3, 5, or 10 years as of 11/30/16. 
114 Short-Intermediate Investment Grade Debt Funds were eligible for the award over the five-year period ended 
11/30/16 and 45 International Real Estate Funds were eligible for the three year period ended 11/30/16. For a 
detailed explanation, please review the Lipper Leaders methodology document at 
http://lipperalpha.financial.thomsonreuters.com/lipper/. Lipper, Inc. is a nationally recognized organization that 
ranks the performance of mutual funds. 
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Strong ratings are not indicative of positive fund performance. Absolute performance for some funds was 
negative. For complete investment performance, please visit www.virtus.com. 


Please carefully consider a Fund’s investment objectives, risks, charges, and expenses before investing. For 
this and other information about the Virtus Mutual Funds, call 1-800-243-4361 or visit www. Virtus.com 
for a prospectus. Read it carefully before you invest or send money. 


Virtus Mutual Funds are distributed by VP Distributors, LLC, member FINRA and subsidiary of Virtus 
Investment Partners, Inc. Virtus ETFs are distributed by ETF Distributors, member FINRA and subsidiary of 
Virtus Investment Partners, Inc. 


Companies in the Composite of Other Publicly Traded Traditional Asset Management Companies 


Affiliated Managers Group, Inc.; AllianceBernstein Holding L.P.; Artisan Partners Asset Management Inc.; 
Calamos Asset Management, Inc.; Cohen & Steers, Inc.; Eaton Vance Corp.; Federated Investors, Inc.; Franklin 
Resources, Inc.; GAMCO Investors, Inc.; Invesco Ltd.; Janus Capital Group Inc.; Legg Mason, Inc.; Manning & 
Napier, Inc.; OM Asset Management plc, T. Rowe Price Group, Inc.; and Waddell & Reed Financial, Inc. 
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SHAREHOLDER INFORMATION 


Security Listing Affiliated Companies 
The common stock of Virtus Investment Partners, Duff & Phelps Investment Management Co. 
Inc. is traded on the NASDAQ Global Market under 200 S. Wacker Drive, Suite 500 


the symbol “VRTS.” 


Transfer Agent and Registrar 


For information or assistance regarding your 
account, please contact our transfer agent 
and registrar: 


Virtus Investment Partners 

c/o Broadridge Corporate Issuer Solutions, Inc. 
P.O. Box 1342 

Brentwood NY 11717 


Toll-free (within U.S.): 866-205-7273 
Foreign Shareowners: 413-775-6091 


Web Site: 
https://shareholder.broadridge.com/VRTS 


E-mail: investor.relations@virtus.com 


Annual Meeting of Shareholders 


All shareholders are invited to attend the 
annual meeting of Virtus Investment Partners 
on Friday, May 19, 2017, at 10:30 a.m. EDT 
at the company’s offices, 100 Pearl Street, 
2nd Floor, Hartford, Connecticut. 


For More Information 


To receive additional information about Virtus 


Chicago, Illinois 60606 
312-263-2610 


Kayne Anderson Rudnick Investment Management, LLC 
1800 Avenue of the Stars, Second Floor 
Los Angeles, California 90067 


800-231-7414 


Newfleet Asset Management, LLC 
100 Pear! Street 
Hartford, CT 06103 


860-760-5828 


Rampart Investment Management Co., LLC 
One International Place 
Boston, Massachusetts 02110 


617-342-6900 


Virtus ETF Solutions 
1540 Broadway 
New York, NY 10036 


888-383-0553 


Investment Partners and access to other shareholder 
services, visit Investor Relations in the “About Us” 


section of our Web site at www.virtus.com, 
or contact us at: 


Virtus Investment Partners, Inc. 
Investor Relations 

100 Pearl Street 

Hartford, CT 06103 

Telephone: 800-248-7971 (Option 2) 
Fax: 413-774-1714 

e-mail: investor.relations@virtus.com 


For more information on the Virtus Mutual Funds or other products, call your financial representative or visit us at www.virtus.com. 


VIRUS 


INVESTMENT PARTNERS 


